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L THE BEST POSSIBLE BANKING SYSTEM. 

A French political economist, Professor Henrt H a it, skii, who has written the best book 
on German peaceful penetration,* remarks that “Gennany’s finances, which antiquated and 
complacent tradition told us were frafi^ile, have answered the j^reat test as well as, and perhaps 
at first better than, those of old States accustomed to the manipulation of ^^old : it required 

an unforeseen prolongation of the war to shatter them.” Thus he raises the question whether 

Great Britain has already got the best possible banking system under the Act of 1844, or 

whether there is anything to be learnt from later systems in which the State co-operates, 

and whi(*h are more elastit* than any system can be which depends in emergeiKiies ii|X)n the 
command of gold. 

Ts it true, as alleged, that the German and American systems are (mpable of giving 
longer credit than the British system, and thus can advance safely on financial assets which 
can be sold only s})a8modically, or Over long periods, and therefore are unsuitable collateral 
for Ijoiidori banks? Financial, as distinguished from commercial, assets now form much the 
larger proportion of banking assets taken as a whole. t Has London been outstripped by other 
banking centres in dealing with financial assets by means of long loans? Secondly, is ‘‘money” 
in Lombard Street more capricious, more variable as to rate of interest, more liable to be called 
snddenly, and therefoi'e more dangei-ons to liorrowers than tnoney in some other <‘-entres ? 

No servile (uq»y of German or American banking is desirable for the British Empire. 
Whatever there liiay be to learn, nothing should be adopted that cannot marry into our system, 
developed as it is out of the Bank Charter Act, whereby Sir Kobkirt Pekl settled for internal 
purposes, the valucM)f our money of account, the i)onnd sterling, “If (he said) you will adhei'e 
to the standard of value and will adopt such methods as sliall ensure the uniform equivalency of 
bank notes to coin, you may safely, in iny opinion, leave untouched other forms of paper (jredit 
and entrust tlie regulation and control of them to individual caution and discretion.”! 


* “Germany’s Cominereial Grip On The World.” Eveleigh Nash, 1917. 

t The difterence between commercial and financial assets from the banker’s point of view consists in their res^ieotive 
liquidity. The phrase “self -liquidating paper” is applied in America to bills drawn against commercial assets, such as 
the necessaries ox civilized life, which are in process of Wng distributed and consumed daily. Thus wheat, fuel, cotton 
and raw materials ^nerally, also part<ly finished goods, are commercial assets, self -liquidating within a calculable time, 
say 90 days, and suitable collateral for bills or advances by bankers out of their depositors’ money. But the wheat-Beld, 
the mine, the plantation and the ranch, also railways, mills and plant generally, are forms of wealth that are unsuitable. 
So far, therefore, it seems that commercial lianking is concerneci with distribution and not with production. Bills and 
advances against land, or industrial plant, are not self-liquidating, for the collaterai liehiud the hills is not necessarily in 
process of bBin^ distributed daily. 

At this i) 0 ]nt financial banking comes in to solve the difiiculty of distribution, and to mobilize locks-up. Land, 
railways, mills,— aU sorts of piKKluotive and industrial plant tO|^ther with the improvements they imperatively need year 
by year, — ^are financial assets which have got to be capitalized uito securities, or titles to a share m those assets, according 
to the revenue they earn and can be made to earn ; and thus time is needed to establish their saleable value. London 
bankers avoid financial assets which require “long money” as distinguished from short money, and rightly discriminate 
against “finance paper’* and bills drawn against securiries, bonds and shares, except such os are already sold or where a 
“market” already exists in them. 

7 Sp^^^h of Bth May, 1844. See page 48. 



Ill otlier words, Pekl left untouched the external value of the jiouiid and its relation to 
fore ij^n currencies nnd credit instruments, sa^yino-, “ there is a material distinction in my opinion 
hetween l»ank notes and other forms of jiaper credit, and the effect which they respectively iiroduce 
upon the prices of (iommodities and the exchanges/' He also left unsolved (in his own words) 
“ the precise nature of deposits, and whether they constitute part of the currencT of the 
country/’ Thus he left alone three jiroblenis — jn'ices, exchanges, and deposits. Tn these three 
relationshiiis Pkfj/s cpiestion, ‘‘What is a pound ? ” a^ain demands an answer. 

First as to prices. Pkkl sou<iflit to fix the jirice of one (HnuiiKxlity oidy, in one relation, and 
in one country, vi/.., the value of ^mld in relation to jiounds sterling, in the form of bank notes, 
within Great Pritain. He mad(‘ a, sovereign, or oz. of gold, equal to one pound, and our 

bank notes equivalent to coin; and he drew a distinction hetween the efiect upon general pric.es 
produced by such notes and the eff(‘(‘t produc(Ml by credil generally upon jirices. Thus he 

avoided endorsing, if he did not directly tra verse, the old theory of .an exact relation between 

gold and jirices. Jle did not commit himself to the theory that the key to the secret of the 

rise and fall of ]U‘ices (and the road to fortune) lies in obeying au elementary law, vi/., that 
an increase in the currency raises juices and a de(;rease lowers them. Tn fac't I^kri/s ])Osition 
is not inconsistent with that of John Stuatit Mill, where h(‘ said — ‘‘The i)ro])osition which we 
have laid down j’cspectiug the dependence of general juices u])ou the (puuitity of money in 
cii'culution must be iindersto(Kl as apjdying only to a. state of things in which money, lc., 
gold and silver, is the exclusive instrument of exchange and actually jaisses from hand to 
hand at every jairchase, credit in any of its shajies being unknown.”t Botli Perl and Mill 
knew tliat the j)ro]K)sition in cpiestion was not a law^ but a hyj)othesis — a truth which is 
liable to be sujierseded by a. higher truth, viz., that things are really exchanged for each other 
through pounds sterling, and thus are reidly the objects of demand and sujijdy reci|n‘ocally 
to each other, and not to gold nor even to j»ounds. 

Secondly, as to dejKisits. The genius of British banking proceeded furthc]’ to emancii)ate 
itself by develoj)Uig au elastbity of supjdy of |>ounds sterling in the form of Bankers’ Loans, 
which create dej)Osits upon which cheques are drawn and set off against each other in the 
Clearing House. Thus credit balances are transferred from one bank to another within 

Great Britain, and the re8|)onsibility for the expansion and contraction of jKUinds to meet the 
variable demands of trade rests njioii individual Bankers who have it in their jiower to lend, 
or not to lend, and thus to control illegitimate or dangerous sjieculation. But in the last 
resort the elasticity of supj)ly of jouuds sterling under the A(;t of 1844 is at the mercy of an 
export of gold. 

Thirdly, as to the foreign exchanges. After the develojJiuent of dejjosits, Le, Bankers’ 
liabilities, as money, the invention of the cable came ami through cable transfers and 
arbitrage, — a medium of exchange unknown to Peel and Mill, — sterling prices began to vary 
from hour to hour in relation to i)rices in dollars, marks, francs, rupees, pesos, etc., etc. Thus 


^ Mill's Principles of Pol. Economy, Bk. III. Ch. 8. Section 4. 




the real values of commodities in relation to each other, as distinguished trom their values 
in terms of foreign eurren(*ies, began to re-adjust tliemselves with greater freedom and less 
and less restriction to gold. A Central Bank, a Clearing House, and the Cable together have 
tended to do away with metallic money and bring us hac^k to barter in terms of 
|)oiinds by (TOHS-entries in lx)oks. Thus the latest result of economic evolution materially 
inodifies the old theory of money and prices, and affirms tlic primitive methcKl of barter, as 
the liighe]- truth. t The values of exchangeable things in relation to each other have 
re-asserted theriiselves and become more effective than their relation to gold. The })rohlem 
has changed round since 1844. What Peel left iintoiudied, viz. what he edled “paper credit,” 
has tended to replace his measure of value. 

When the Gold Standard Defence Assoeiation was working under Mr. Hektram (^nuiiiK 
in 1804-7, Lord Farrer raised Peel's (|uestiou, “Wind is a pound?” and more than one 
memlier of the Committee e,ame to the e.ouclusion tliat wliat we were really defending was the 
sterling standard as distinguished from the gold standard. Now, through the test of waT, the 
(|uestion of the distinction has hecome acute ; we want to know whetlier our standard consists in a 
relation to gold, or iu a relation between a.ll commodities, gold inehided ; whether its virtue is its 
rigidity, or its ehisticity, — its restriction to gold or its emancipation. When in 1844 Peel said — 
“If you will adhere to the standard of value . . ." — lie iio doubt meant gold; hut was the 

standard in fact a, gold standard or a sterling standard ? By inakiiig hank notes equivalent 
to bullion certificates Peel cured the depreciation and discredit of our eirc/ulation within Great 
Britain ; but he did not thereby impose, or re-imjiose, a gold standard, and he left the 
world-wide ciri'ulation of ])()un(ls stei*liiig to individual control through the I'ate of disc.ouiit 
which, as long as it was low and steady, made the yoke of Peei/s standard easy and its 
burden light. Long before 1844, as I think, a credit standard, i.e, the sterling standard aud 
freedom of i)riees, had tended to sujiersede a, gold standard; and whether Peel knew it or not, 
he left well alone. Masterly inactivity was well enough in liis day : hut inactivity is never 
masterly unless combined with initiative. All is change. Tu the end it is not wall, unless 
changing conditions arc met with foresight and action. The ])restige of gold consists not iu 
being the stanclarcl, but in l)eiiig the best possible reserve foi* a Central Bank, — ^the most 
saleable thing in tlie world wlierewitli to settle intcruatioual haJaiic'-es of acc.ouut. For 
internal jivnqoses its importance has steadily diminished. 

Tested by tlie iiecossity of making jiayments for war im})orts, the external value of 
Peel's ])oiiud ceased to be coutrollalile by a rate of discount. The ex})erimeut of a (> % rate 
was made, but the weapon of raising the rate broke iu the hands of the Governoi- of the Bank of 
England. It was one of the tragic moments of history, as at the crisis of the great liattle of 
1,000 A.D. recMHinted in the Saga of Olaf Tryggvesson, the bow of the King’s archer, Eiuar 
Tambarskelver, broke ; and to the King’s enquiry “ What broke with such a noise ? ” 
Einar replied “ Norway, 0 King, from thy hands.” The 6% Bank rate may have retained in, 
and attractei to, the Loudon money market, American (including German American) balances 


tSee Prof. (Ti'de, on the tendency of money to cease to lie a meu^sure of value and become a unit of account, page 49 
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amoiintinjLT together to £50, 000, 000, or more, but a portion of these sterling remittances 
was covered simultaneously by piu’chases of dollar exchange for future delivery, and a 
proportion of the remainder was called on the day when the Governors x»f the Federal 
Reserve Banks warned their member banks against British Treasury Bills on the ground 
that they were not “ self-liquidating j)aper ” but floating debt that had got to be paid 
by renewals. * At that date American short money proved to be “ bad money ” to 
borrow, and what we got of it for (K) or 90 days was negligible compared with the price paid 
by the nation, in (S% Exchequer Bonds, in the depreciation of the 4-^% I^oan, in the rise in the 
cost of production (so far as it was due to dearer and more capricious money), in tlie damage 
to our credit abroad, and in the shock to confidence at home. 

Moreovei-, the attempt to control purchasing power, by borrowing bankers' balances 
and restricting currency and credit, tailed to control prices ; the value of goods and services 
rose all the same. Why ? Because purchasing jiower does not reside in money only. 
When a man buys goods he sells money, and when he sells goods he buys money. 
Purchasing jiower and jiaying power reside in both goods and money, i.e. in all forms of 
wealth that are saleable, or can he made exchangeable by credit, or barter. The result of 
the 6 per* cent. Bank rate together with the attempt control purclmsirig power was to 
penalise all Inirrowers, especially the Government as the biggest borrower. 

Theory repeats itself. “From the time of the resumption of cash payments by the 
Act of 1819 (as Mill says) and especially since the commercial crisis of 1825, the favourite 
explanation of the rise or fall of prices has been the currency ; and like most popular- 
theories the doctrine lias been apjdied with little regard for making it correct.” If Arthuii 
Hugh Clough had been satirizing economists instead of hypocrites, he might still have 
written in irony “ No graven images shall be Worshipped except the currency.” Similarly in 
1914-16 an erroneous hypothesis led some [leople to believe that fry cornering money they 
could work a machine to keep down prices. 

Great individualist as P*bel was, he would probably have been compelled as a 
Statesman to face the new problem and reinforce his basis of credit for the pound, i.e. gold 
with the credit of the State. To-day what he left untouched presses for solution. How 
can the emergency arrangements of 1914, which permit the banks to take out currency in 
case of need up to 20 per cent, of their assets, be regularised and our liabilities in gold be 
made good ? We have got outstanding, and the total is still increasing, £265,000,000 of Treasury 
Notes and £55,000,000 Bank of England Notes, together £320,000,000 options of gold, besides 
foreign balances of £150,000,000, or whatever sum they may amount to at the end of the war. 
We have always been the biggest option dealers — the biggest sellers of “futures” — in the 
world. When the Bank of England buys gold, or anything else, it pays in pounds, — options, 
or “futures” of gold— rights to gold if and when required. When the other banks make loans, 
which create correBiK)ndiug deposits, they create more pounds, i.e, more options of gold which 
the Bank of England i^ay have to make good. Fortunately the internal demand for a gold 
currency has almost vauished with our habituation to paper, and the only options which the 
Treasury and the Bank may be forced to meet in gold are those of tbreign Noteholders, and 

*yersuran] solves. In eodem Into h^itas. If you pay by renewals you stick in the same mud. 
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foreign depositore. Moreover the solvency of the Treasury and the Bank does not really depend 
on gold but upon the production of the Empire ; and the production of the Empire depends 
upon the supply of capital and credit — “long” money and “short” money — under the best 
possible banking system. The stock of gold in the British Empire is estimated at 

£220,000,000 to which may be added our annual production ; but it has not yet been 

concentrated in a Central Bank as a reserve against the sum total of the bank notes and 
the deposits of the Empire. 

The alternatives are — 

(1) To stand still, with gold alone as the basis of credit, on Peel’s assumption, 

true in his day, that a currency working as if it were composed exclusively of metal will 

suffice, and tliat n so^'el•eign and the pound sterling are one and the same. 

(2) The nationalization, or socialization, of banking, an experiment which may easily 
become a political issue, — an experiment that financial liistory in the United States from 1861 
to 1913 (not to mention South and Central American Itepublics) warns us against, and which 
has been abandoned in the U.S. Federal Reserve Bank Act. 

(3) The co-operation of the State along with Peel’s individualistic system, at which, 
in our experimental way, we have already arrived under emergency legislation. 

Sir Edwaki) Holden has said — “The time has now come to repeal the Act of 1844.” I 
would rather put it that the time has now come to acknowledge that Peel’s gold basis must 
be permanently fortified with State credit. Sir Edward criticised the Bank of England’s division 
into two parts — the Issue Department and the Banking Department ; and taking the Bank's 
statement before and after the crisis of 1914, he re-constructed them to “ show that if the 
Bank had been working on the same principle as other (National) Banks of Issue, there would 
have been little ground for anxiety.” At any rate amalgamation ot the two departments, with 
one balance sheet instead of two, is calculated to make more intelligible what the Economist 
calls “ the weekly cryptogram ” and perhaps to make clearer the real strength of the Bank. 

Nevertheless, two departments, as I think, or rather two institutions — two Central 
Institutions — are still needed, namely, the Bank of England, as the Bank of the British Empire, 
to regulate the Exchanges and the international value of pounds sterling, and another Central 

Institution to do for the market in Government securities what the Bank of England does for 

the Bill Market, i.e,, to make our premier security liquid and available as collateral 

for reconstruction finance, and a larger potentiality of credit for productive purposes. 

I venture to think the State should come in to guarantee in case of need, in the 
manner hereafter suggested, the liquidity of loans made by such a Central Institution on 
Government securities, and in consideration of its guarantee should participate in the profits 
as in the case of the Reichsbank, and as the American Government does in the case of the 
Federal Reserve Bank. The business of deciding whom to lend to, for what object, for 
how long, and at what rate, is an art needing trained judgment such as cannot be got 
under a bureaucracy or from Government Departments. 
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The first step towards two Institutions has alretid}^ been taken in the sei)aratioii of the 
rate of interest allowed on foreign money in London from the rate of interest allowed on 
home money. The point is to avoid penalising British trade and British prodnetion by the 
high rate needed to keej) foreign money liere. A 10% Bank rate no longer brings gold from 
the moon. 

The following ehapter is an attempt to i‘iirry a. step fiirthei* the eo-()})eration of State 
Credit without sacrificing the individualism of British Banking. It summarises the functions 
and working of a Central Institution to provide the means foi* ai'tei-war developments by 
enabling holders of Government Securities to borrow thereon. 

To some, such a ))r()i)Osal may seem revolutionary, but in fact it is more open to the 
criticism that it does not go far enough ; at least it does not go so fai* as tlie German or American 
banking systems; in both of which bills or “self-liquidating” paper form part of the basis 
upon which legal tender Notes are issuable. For, while it broadens the basis of credit, it 
limits it to gold plus Government Securities. It is an attempt to formulate <i practicable 
course under existing conditions. It does not attempt to create a potential snjjply of pounds 
sterling comparable to the supply of American dollars or German marks, but it preserves the 
convertibility of our currency under 4 & o Geo. V. Ob. 14, and it does not shirk onr existing 
liabilities to pay gold on outstanding oj)tions. 

The idea that we pay in gold is deeply rooted in the ]>nblic mind. It is somehow 
cxmnected with the idea of national honesty as well as national solvency, and talk of the 
suspension of the Bank Act scares people as it it wert* repudiation as well as bankruptcy. But 
Americans and Canadians who are habituated to })aper know that payments are really made 
in goods and servic.es, while Continental critics regard our (daim to pay in gold as a mark of 
British hypoc^risy. The experience of the war may enligliten the public and enable tliem to realise 
that the Bank Act is practically suspended already; that the gold standard did not cease 
to exist when, or because, currency notes were substituted for gold in circulation, but that it 
really began to yield to the sterling standard when credit was invented and gold ceased to 
])a8S from hand to hand at every transaction. The public, may come to uiidei-stand that, in 
spite of our exportable gold currency, British banking adapted itself to conditions so that what 
was formerly treated as the measure of value gradually became no more tliau one among 
various media of Exchange, and that tliis was an international evolution. They may then go 
on to see that the excellence of Peei/s standard coupled with our cheque system really rested 
on elasticity rather than on restriction to gold ; and that restriction to gold was its weakness 
and a relic of barter. Once again we are up against a condition and not a theory. Perhaps 
public opinion may now be willing to acquiesce in the broadening of the basis of credit with 
the assistance of the State. 

What then is our standard? It is, I submit, the junind sterling. But what is a 
pound? Is it abstract or concrete? Vegetable or mineral? Paper or metal? Some say it 
is one, and some the other, when in truth it is neither, or rather it is both, ix. it is a 
relation between gold and^ all exchangeable things. It is a relation which, as a banking 
system becomes more perfect, tends to merge into a free relation of all exchangeable things, 
gold included, to each other. The standard is the residual product of those relations. One 
might say that its stability is conditioned by insti^Lbility ; and that its honour, rooted in 
dishonour, stands. “La nionnaie d Vetat h plus par fait est de papier'"’' i.e. Treasury Notes, 
under safeguards such as we have got already. 
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II. STATE OKEDIT AND THE ENGLISH BANKING SYSTEM. 

(a) Thk Position Aftkr " the War. 

Our greatetst ueinls will be : — 

(1) Raw materials, ejj. Ootton, W(K)1, Uuliber, Iron Ores, ete. 

These eaii be got by — 

(2) Development of the Empire, vju by Kailways, IrrigHti(Hi Works, etc. 

(3) ite-establishnient of industries on peace footing. 

This will necessitate — 

(4) Renewals, and arrears <d‘ repairs, hjj, Shii)jnug, Railway Rolling Stock, etc. 

(5) Develo])iiient and extension of new industries, : — 

(a) Key industries, and industries captured from Germany. 

(b) Industries which throw open new sources of wealtli, or more economical methods 

of ex])loiting those whicdi we already possess. Electric power schemes, as proposed 
by the (yoal Conservation Sub-Committee, whereby £100, 000, 00(1 per annum 
may be saved : Plant for producing fixed nitrogen from the air to treble the 
|)roduction of land : Plant for commercial alcohol, or for dealing with non-ferrous 
luetais, 01 ' for jicat briquettes (with its by-products, ammonia and dyes) by 
tlie wel carbonising process, or for other s(*ientific specmlations in the best sense 
of the word, etc., etc. 

In the aggi’egatc all these mean an enormous demand for taij)ital and cTedit, both “long’’ 
money and “sliorf' money. 

Government borrowings will not stoj) with the war. Government guarantees and 
subsidies foj* commercial and financial objects may be required to an extent hitherto unknown 
in peace time. The United States during their first 4] years of reconstruction, April, 1865 to 
30tli June, 1809, raised by taxation and s|»ent 11,908,507,000 whereas their expenditure for 
administration was estimated at only |425,000,000, or |100,000,000 a. year. David A. Wells 
in his Official Report cahadates the money cost of the Civil Wai* to the U.S. Government 
from 1801 dowm to JOth June, 1809 at $4,171,914,498, whereas tlie debt borrowed for war 
purposes and not rejiaid out of current revenue 1801 to 1805 (the years of the war) was only 
$2,412,547,000. In addition, there were pensions. State, County and City debts, and other 
remoter damage. 

Since the outl)reuk ot war there has been an immense c.reatiou of credit represented by 
the various War Loans; money, not at the moment required for industry and trade, has found 
temporary em})loymerit in War Loans. But with the re-estnblishment of peace the position 
will be reversed ; money at present invested in War Loans will be required for industry 
and trade. Unless measures are taken to make Government Securities easily saleable, they 
will begin to fall ; holders, including banks, will find themselves loaded with depreciating 
Securities, and while this condition lasts, the capital represented hy Government Securities 
will be, temporarily at any rate, as good as lost. 

When a Government issues pajier money beyond the demand for it, the paper 
money depreciates. In this war, the Government has really paid in War Loans for the goods 
and services it requires. War Loans are the paper money that the Government has issued. 
If means are not provided to utilise and liquefy the capital locked up in War Loans, when 
the war is over War Ijoans will be the paper money that will depreciate. 

How is this position to be met ? 



( b ) Proposed Central Institution to Provide Means for After-War 

Development by Enabling Holders of Government Securities to Borrow Thereon. 

(а) Capital, say,— £100,000,000, of which 5% to be called up leaving the balance as 
a reserve liability. 

( б ) The Capital to be held by the Clearing Banks in proportion to their deposits, or as 
may be agreed. 

(c) The object is to be ready always to advance money on British Government 
Securities. 

(rf) Borrowers should maintain a margin of (say) 10%; whether this margin should 
consist of British Government Securities only, or include other good Securities, such as 
Colonials, is open to discussion. 

(e) The etfect of the working of the Institution would be that it would become indebted 
to the Clearing Banks for the amount of their advances. 

(/) The State would guarantee the banks’ advances in consideration of a share in the 
profits, and any bank must have the right in case of emergency to demand currency from 
the State up to the amount of its advance to the Institution. 

(ff) The advantage to the banks would be that not only would they be ami)ly secured 
against loss, but as their advances to the Central Institution would be liquid, tlieir proportion 
of liquid assets to deposit liabilities would be increased. 

( A ) The rate of interest charged by the banks to the Institution should be lower than 
the rate charged by the Institution. The difference would be the profit of the Institution, 
divisible between the banks and the State. 

To show the effect of the working of tlie Central Institution, suppose that tlie banks’ 
position were as follows : — 

Deposits £2,000,000,000. Reserves (till money) say ... £100,000,000 

Balances with Bank of England 300,000,000 

£400,000,000* 

Loans, Investments, etc 1,600,000,000 

£ 2 , 000 , 000,000 £ 2 , 000 , 000,000 


*or 20% quick assets against deposit liabilities. 

Suppose the advances of the Institution to customers amounted to £1,000,000,000; the 
batiks’ deposits and loans might rise by £1,000,000,000 each. But as the loans would represent 
advances by the banks to the Institution guaranteed by the State in case of emergency, they 
would be liquid. The balance sheet of the banks would therefore be — 

Deposits £3,000,000,000. Reserves (till money) say ... £100,000,000 

Balances with Bank of England 300,000,000 
Advances to Central Institution 1 ,000,000,000 

£l,400,000,000t 

Loans, Investments, etc. ... 1,600,000,000 


£3,000,000,000 £3,000,000,000 


t or 46| % quick assets against deiiosit liabilities. 

Possibly the banks might require to increase > their till-money up to the pre-existing 
proportion, or 5 % of their deiiosits ; but, as they would cease to receive interest on the amount 
taken out in currency, there would,,i)e a safeguard against their taking out more currency than 
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was actually required to niaiut/ain their till-money. Such currency would not ' be in 
circnlaiion, and in the above balance sheet would increase the till-money by .£50,000,000, 
and decrease the amount of advances to the Central Institution by a like amount. 

As to the profit divisible between the State and the Banks, if the Institution charged 
for its advances ^ % above the rate it paid to the Banks, tlie gross profit on advances 
amounting to (say) £1,000,000,000 would be £5,000,000 per annum, and the Banks would 
receive their proportion of this profit as Shareholders of the Institution. 

The position of the Banks would be very much stronger in emergencies in so far as 
they would be entitled to demand currency for the balance of their advances to the Institution. 
As to what constitutes an emergency, a practical solution would be to nllow the Banks 
to take out such currency as would be required to make up their cash reserves to the 
normal percentage of their deposits. But a much more stringent definition, which would 
limit the right to draw currency notes to times of financial crisis, might be more desiralde. 

It must be a paramount object to conserve the value of the pound sterling. Thus the 
(piestion of the Bank Charter Act comes in, and its suitability to the conditions of to-day 
when we must be prepared to regulate our finance as if Great Britain was a debtor country, 
nud not a creditor as it was in Sir Robkri’ Peel’s time. I do not say that we shall be, but 
some of our loans to Allies may prove irrecoverable (or tem])orarily so) and make us in effect 
SI debtor country for the time being, because we shall owe more to America, Holland, 
Scandinavia, Spain, and Switzerland than our Allies will effectively owe to us. 

The first great critic of the Bank Charter Act was Sir Robert Peel himself, in his 
letter from Windsor Castle dated 4th June, 1844. (See page 48). He admitted the 
(•intention of the Governor of the Bank and of Mr. Bosanquet and others that his Act was 
liable to be too rigid, as in fact it proved to be in 1847, when he himself sanctioned its 
suspension. He preferred to err on the side of over-rigidity, saying that he expected men 
able to deal with emergencies to arise, along with the emergencies of the future. He was 
right, for in 1857 and 1866, when solvent debtors were on the brink of ruin because they could 
not get money even at 10 per cent., men arose again to demand suspension; again in 1890 and 
1907 we had to fall back on the support of the Bank of France; and yet again in 1914 on the 
outbreak of war men arose to devise Currency Notes, for we had not got them ready printed 
as the Germans had. Later on men were found to deal with the emergency of the 
American Exchange and finally, in accord with our Allies, the United States, to hold it 
steady. Since Sir Robert’s day the cable has been invented and prices have become inter- 
national. We are now in the position of having had to entrust the regulation and control 
of prices and the exchanges, not as Sir Robert Peel said “to individual caution and 
discretion,” but to the State, to manage from day to day until our position as a creditor 
country is beyond a doubt. 

Clearing Banks’ deposits have increased from £1,033,000,000 on 3l8t December, 1913, 
to £1,703,000,000 on 31st December, 1917, and may amount to over £2,000,000,000 by the 
end of the war. There may be no difficulty about meeting the demand on the part of the 
Bill Market, nor yet for short loans on quick-turnover collateral ; — except in so far as they 
may mean withdrawals of gold. The difficulty is more likely to arise over the demand for 



u 


longeiv loans which arc flic subject of fiiiaucial, as distinguished froiii commercial, banking, and 
which are not suitable einploymeut ftn' deposits. The public has jdenty of assets to meet the 
demands of reconstruction, but they are largely hacked up as fixed capital, or in War Lemns. 
Hence the need of n sort of })awnshop for Government securities (a) to liquefy War Loans, 
ib) to assist banks to unload their investments in War Loans, (r) to create a broad and free 
market and maintain the credit of onr premier security. 

If people find they can’t sell, they all want to sell. But if they can sell, or horrow 
freely, many of theiu won’t want to sell ; every fall in price then tends to bring in fresh 
buyers, and to establish a market before confidence is imj)aired. 

(r) PossiBLK Objections to the pKorosEi> Institution. 

Five main criticisms of the scheme luay be anticij)ated : — 

1. Will it cause further rise of prices, i,e. ‘‘Inflation”? 

2. Will it stand the strain of a foreign drain upon our gold reser\(is ? 

Would it in effect mean abandoning our free market for gold ? 

4. Is it required? May we not find ourselves with too mucli money after the war 
instead of too little ? 

T). AVould it cxmtributc to speculation, honeycombed credit, and panic ? 

1 take tfiese criticisms in order — 

1. The Feab of Inflation. 

(r/) The word inflation is not strictly applicable to a note whieli is convertil)le into 
gold. The present Treasury notes issued under the kw 4 and 5 Geo. \ , Ch. 14. are 
specifically declared to be convertible, though in fact at present the owner (^ould hardly 
exercise his right to demand gold owing to the special w^ai’ emergency regulations under the 
Defence of the Realm Act. 

(6) There would be uo actual increase of (Jurreucy in circulation unless there was a 
crisis and a run on the Banks, in w^hicli case it is required temporarily and w^ould do 
no harm. 

{c) The rise of jiricies during the war is supposed by many to be due to the ( JuiTeucy 
Notes. On tliis point I submit statistics and diagrams prepared by Prof. doHN A. Todd, of 
University College, Nottingham, author of “The Mechanism of Exchange.”* It will l)e observed 
that the rise of prices correlates closely with the expansion of deposits. I will not attempt to 
estimate how mueh of this expansion is effect, and how much is cause of rise of prices ; — liow^ 
much is inevitable and bow much might have been avoided. The best measure of inflation 
is probably the increase of the Banks’ Investments in Treasury Bills, War Loans, etc., including 
Ways and Means advances. One object ot the proposed (’entral Tustitutioii is to assist in 
unloading any excessive holdings of the Banks. A true market will carry a lot of Stock, 
as it once did of Consols, t 

Humi ihi-ey Milford, Oxfowl University Press, 1917. 

t What is a market ? A market should be broad and free, though it may have to be sup|K)rted to begin with. One 
swallow does not make a supmer, and one, two ot- three transactioiis do not make a market. A true market postulates 
several hundred transaction^ daily . so that a vin f) vit< is always forthcoming for every buyer and every seller. Huen markets 
are rare, esjieciiilly on the iStock Exchange. Financial assets require nursing, — often for a long time. After being 
capitalized into Umds and shares a market has to be oreat^ for th^i, for wliich purpose easy money, surely obtainable, 
is all im[iortanti But not every day, noi* every year, do^s an investment demand come for them. 

The history of how a broad and free market onoe upon a time existed in Consols and how it gradually became restricted 
till it fizzled out — a national misfortune — would be a chapter by itself. The history of the market for ^lounds sterling * the 
largest market of the world -and how it <<llU|ie tp he restricted, remains to be written after the war. 
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id) If inflation exists at present it will be followed by deflation nfter the war, which 
has its own peculiar difficulties and dangers. To the Banks in ]>articiilar it means an increase 
in the proportion of theii* invested assets to their <ptick liabilities, unless they can unload 
those investments, or borrow on them in case of need. To producers and distributors falling 
prices mean re-adjustment of everylx)dy’s share in the price of the ju’oduct, and unless costs 
can be re-adjusted pari passu^ lock-outs and strikes follow, and loss. * Any jiower of 
graduating the inevitable fall of ))rices which will come as ])eace production overtakes war 
consumption, is to the good. Uood banking largely consists in keeping things moving on, 
so as to avoid congested spots and sudden breaks. Incidentally a banker has to teach some 
customers to sell and rejx'ut. Many of our after-wsir difficulties can be solvtxl only in the 
course of ex})eriment. 

The Protection of the Gold Reserve. 

{a) The respective gold lioldings of our neutral creditors, Spain, Holland, Scandinavia, 
and Switzerland in their State Banks liave increased from £51 .100, (100 in December, 1913, to 
£190,800,000 in June, 1918, while the gold reserves of the American Federal Reserve Banks 
have increased from £40, 500, 000 in December, 1914 to £380,000,000 on 31st May, 1918, without 
counting gold in the United States Treasury and in eircnlation. Suppose our floating debts 
at call or short notice were to amount to £250,000,000 at the end of the war, will the money 
be wjiuted on the nail in gold, or will it, or a proportion of it, he ke])t in London, or invested 
in this country till it can be taken out in goods ? Proba.bly the latter, if our neutral creditors 
see that W(‘ have faced tbe situation, and that, if they want gold, they can have it. The war 
Inis ])roved the futility of trying to meet adverse balance of trade by gold : no belligerent 
(‘X(H^])t ])crlia])s America will liavc* enough of it to jaiy in gold, ami some creditors will not 
Wiint more gold. In short, is any drain of gohl ])robable exc,e}>t perhajis to America ; and 
American’s interest will be to c-arry her debtors till she can be ])aid in goods and services 
and not to u])set their financ.e. A good banker does not begin collecting debts by forcing 
(nistomers to liquidate. As to Germany, she is most unlikely to be able to c.ommand 
gold ; she is more likely to liave to part with it in order to get raw materials. 

( h ) A table of gold jirodiuitiou conqiilcd by Mr. pJoseph Kitchin, is subjoined showing 
the world’s ])roduction for the last eight 3'^ears, the absorption by India and Egyjit, and the 
industrial consumption which, when deducted, gives tlie annual amount available as money, t 
The aggregate stock of gold money has increased in seven years from £1,461,000,000 to 
£1,876,000,000; in the three years 1915-17 the increase was from 1,660 to 1,876 millions, an 
average increase of 70 millions per annum ; and the aggregate stock of gold money per head 
of iiopnlation from 209d. to 253d. : notwithstanding the fact that the world’s gold production 
in 1917 was only £89,400,0(J0 against £96,800, 00(> in 1915, and that of the British Empire 
£56,000,000 against £60,000,000, or 63 per cent, of the world production. 


A Uible i8 f^ubmitted of the iiiAation and deflation in [uipn* dollars afUn* the American Civil War, from an 
index iiutiil)er starting at 100 in 1800, rising to 210 '8 by the end of the war in ]80n and declining to 100 by 1870; 
also of the inflation and deflation in tei'ms of gold, rising from 100 in 1SC»1 to 203 in 1804 and dcfcliiiiiig to 100 by 
1879. See X)age 3r». 

f See pages GO and Gl. 



(r) The trouble iu pre-war crises was that the fear of a foreign drain caused a rise of 
the internal bank rate, restriction of credit, increased need of currency and gold for internal 
purposes, liquidation, and finally crisis. If the internal rate of interest can be permanently 
divorced from the external rate, the situation will be materially altered. 

(rf) During reconstruction we shall have to manage our Exchanges from day to day as 
cleverly as France did. See diagram in appendix and table of purchases of exchange (p. 39). 

3. Ouii Free Golo Market. 

(a) 1 do not think there can be any free market foi* gold for some time after the war. 

Government control can only be gradually relaxed over exports and imports, issues of capital, 
foreign exchanges and gold movements. Possibly gold will move about from centre to centre 
much less than heretofore, e8[)ecially within the Empire, and the Anglo-Saxon world. 

(A) Is it possible to have a British Empire controlled rate of exchange ? Such a step 
would be a development of the functions of the Bank of England ; viz. : (1) To keep the 
accounts of all banks in the Empire ; (2) to make cable-transfers at par between its central 
office and branch offices or agencies in every large city of the Empire ; (3) to control the 
exjK)rt of gold, of wliicli it should be the sole custodian and reserve-holder against the 
Legal-tenders of the Dominions as well as against our Treasury Notes. Centralization of 
Empire banking would contribute both to the financial and i)olitical unity of the Empire, and 
also prepare the way for easier conditions in the money-market upon which to fund the 
Empire’s war debt at a lower rate.* Further it would be a natural preliminary to an 
arrangement witli America. It America were to join in pooling stocks and production of gold 
in order to stabilise the dollar to the pound and avoid Bhii)i)ing gold to and fro, it would, I 
believe, remove an obstacle to the development of trade between the two branches of the 
Anglo-Saxon race as w^ell as be an automatic. i)enalty on outsiders, and so provide an additional 
“ sanction ” for the Peac!e of the World, — a c.outribution, along with a surcharge on certain 
necessaries of German industrial life, towards an indemnity payable by Germany. There 
is a precedent already. Under President Cleveland’s administration in 1894, the monthly 
coinage of $4,000,000 of silver forced into circulation and coinciding with an excess of 
Treasury expenditures over receipts (amounting for the fiscal year ending June 30th, 1894 to 
$69,800,000) caused a drain of gold and hoarding in fear of an impending suspension of gold 
payments ; in this emergency the late J. Pierpont Morgan combined exchange bankers in New 
York and London to hold steady the relation of the dollar to the pound sterling just above the 
gold exporting point until President (/Levbland was ready to meet the situation. For the 
interval the value of the dollar rested on the gold in the Bank of England. Per contra 
might not the value of the pound in emergencies rest on gold in the Federal Bank of America? 

(c) Shall we ever return to a gold currency? I doubt whether we shall be able to 
afford it for some time to come, and whenever we can afford it the utility of gold will be 
greater iu the l^ank of^England in connection with Exchanges, or for window-dressing 
purposes in connection with Currency Notes, than in our pockets. By the time we can afford 
it, the public may have concluded that a sterling standard is best, combined with a paper 
currency, Currency Notes, convertible, to prevent any possibility of over-issue, as they 
now are nominally under 4 and 5 Geo. V. Ch. 14. 

* This whole subject has been treated by Mr. J. F. Darling on the basis of “A State Bank for the Empire.” 
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4. Will there be too much Money or too little after the War? 

Is a new Centml Institution required? Considering that there are already £320,000,000 
legal tender Notes otitstanding, and that de(K>sits may easily amount to £2,000,000,000 by the 
end of the war, it may be argued that there will be too much money about instead of too little. 

The argument is fallacious. One cause of the expansion of Bank deposits is the 
increased investment by the Banks in Treasury Bills, Exchequer Bonds, War Bonds, etc. 
including ‘‘Ways and Means advances.” When the Government begins to repay Treasury 
Bills, etc., raising the money eitlier by taxation or by issue of War Loans placed with 
investors, dej)osits will automatically contract as the Government re})ays the investments held 
by the Banks. Another cause of expansion of Deposits is the rise in prices of commodities, 
which necessitated larger advances to finance trade. When pri(;es of commodities begin to 
fall deposits will also begin to contract. Lastly, in the happy event of there being too much 
money about, people would not have to go k) the proposed Central Institution. It would be 
a safeguard in reserve. Credit is not created unless it is required ; it is not a supply forced 
into circulation. There* is no equation between the potential supply of credit and the actual 
demand. 

When the six great New York Trust Companies entered the Federal Reserve Banking 
system last year, Governor Strong stated in a circular dated 1 5th October, that their 
membership would enable the Federal Reserve Bank of New York to increase its loans and 
deposits by |1,10U,()00,000 ; and further tliat, should it do so, the lending capacity of the 
member banks in the District of New York would be expanded in case of need by no less a 
sum than |S,0(M),000,iK)(). The Britisli banking system has no such potential supply of credit; 
on the contrary we are in sight of contraction of deposits as and when commodities fall to 
normal prices. By that time every manufacturer and mercJiant who carries his stock by 

means of bills or loans from his bankers may have to borrow only half as much as he is 
kuTowing to-day and bills and cheques may be drawn for only half the war-time figures. 
In so far as exjjansion of loans and deposits has been an effect of rise of prices, so fall of 
])rices will automatically be followed by contraction of loans and deposits. 

Tlie increase in Banks’ investments from £223,000,000 on 31st December, 1913 to 
£529,000,000 on 31st December, 1917, or from 20*2 to 28-5 of their deposits, is no true 
correlation of factors which rise and fall together.* As deposits run down, the proportion 
of investments will bulk larger and impair liquidity ; Banki^ will want to unload at the 

same tiTiie as others whose money is temporarily invested in Government securities, and if 
nothing is done to prevent it there will be a collapse, for the price of Government stock 
depends upon the market and whether money is surely obtainable to carry it for a probable 
profit until it can be distributed. 

5. The Risk of Panic. 

What does Inflation really mean ? It means the creation, and forcing into circulation, 
of more “ Money ” than is needed simply as a medium of exchange. Inflation of currency 

is not so difficult to guard against as inflation of credit. 

* See statistics in Api>endi.v. Excluding the Bank of England, the investments of the other bunks have risen 

from £101,000,0(10 to £400,000,000. 
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War inflation arose with the enormous increase of deposits, which are “Money,’’ 
against production of munitions, etc., against perishable goods which disappeared, leaving 
the money in circulation. 

If credit, as created by a Central Institution, is used only for the production of real 
goods and the perfonnance of real services, i.e., to support genuine productive enterprises, 
not speculations, tliere will be no inflation. 

As to the risk of si)eculation getting beyond control and creating fuel for juiuic, that is 
always with us, and the remedy is largely a question of good banking. I am afraid that man 
will never be quite master of his own credit machine ; but, however this may be, there will 
have to be more control over Stock Exchange quotations and issues henceforward, also over 
the direction of investment and c^nstomers’ operations. More care will have to be taken to see 
that the working man and the little public generally do not lose their scvings in the wrong 
sort of speculations. 

We have got to mend onr haphazard ways and control the activities of the Company 
promoter, whose object is to trade in watered stocks, unenforceable securities, gambles in 
mining or other counters. Employment and production aie the first ijonditious of national 
solvency. There is something to be learnt from the German jaJicy of conserving national 
savings for productive purposes through the great banks, each with its gron|) of smallei* 
banks and their respective customers. A subsequent chapter deals with this aspect of 
German organization — the Iteichsbank, the Darlehenskassen, the doint Stock Banks, and 
the Stock Exchanges.' 

When we look ahead and realize the amount of “long” money needed for prodnetiou, it 
is difficult to be patient with those who argue that the value of the pound sterling can be 
safely left to rest where Pkel left it, namely, on oui* ability to command and manipulate gold. 
To argue thus, and insist that bankers’ credit shall not lienceforward be strengthened in 
emergencies by State credit is tantamount to saying that we shall not get all the money 
needed for reconstruction and the solvency of the State. It is tantamount k) saying that we 
must yield to the dollar the place of honour held by the pound sterling, jiud even to the 
mark whenever the Germans may succeed in rehabilitating it. 
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III. FINANCIAL BANKING. 

The iruiiii prolilein of luodeni Twinkin^*; in the financing of incorporated industry. 
Financial hanking has been developing taster than Commercial banking. 

Before 1844 inteniatioual operations were almost confined to mercihandise and specie. 
Merchandise, gold, and silver made ii]) the imports and expc^rts, balances being settled in those 
metals ; and the export and import of capital were in their infancy. Uj) to that date 
statistics of exports and imports based on customs returns fairly disclose the annual indebted- 
ness of one country to another; but shortly before 1844 a new article of export made its 
appearance, — an article which has now taken precedence of all others and falsifies the 
statistics of merchandise, — viz. securities, or what tlie P'rench call titre ^ — paper titles to 
“Capital” or property of all sorts. The ca})italization of advances into the saleable form 
of Bonds and Stocks lias now become a fine art, and tliere is all the difference in the 
world between the making of good securities and the making of bad ones. Both are inobilisable 
by credit ; they constitute the field of financial banking which is a science as well as an 
art, its function and its self-interest being to discriminate against tlic bad and carry the good 
securities until they can be distributed. 

The invention of tlie cable doubled and trebled the business of financial banking, while 
it destroyed the old business of the British Merchant ; it became necessary for him to control 
his merchandise from its production to its c(»nsumption, or to specialise, or else to become a 
Merchant in Securities, in order to live. 

Professor Anderson of Harvard University in his book “The value of money,” 1917, 
ch. XXIV., pp. 498-512 gives a table showing for three or four decades preceding 1909 the 
development of Bank Loans on Stock Exchange Collateral, as distinguished from “self-liquidating” 
or commercial paper. He gives a comparison of National Bank Loans in New York, 

1886 to 1904 as follows: — 

Loans on Commercial paper. Advances on Securities. 

1 886 $1 46,000,000. 1107,000,000. 

1 904 268,000,000. 538,000,000. 

Again, in Europe, tlie folhiwiug classification is given of the discounts of the great 
EuroiHHin Banks in francs; together with the Note cireulation, which exjianded by 70 
per (;ent., while finaiuial hanking expanded hy 500 jier cent., and couiinercial hanking hy 
about ,>0 per cent. 

(lommercial Loans. Advances on Securities. Note Circulation. 

1875 Fr. 4,127,000,000. Fr. 828,000,000. Fr. 9,699,000,000. 

1903 6,147,000.000. 4,129,000,000. 16,539,000,000. 

Later statistics lead to the conclusion that the maximum of the World’s Commercial 
assets for bank advances may possibly be 24 % of the total. A second line of enquiry 
leads to the conclusion that tliey aTnouiit to 13^%; and yet another suggc'sts that they are 
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only 11^% at most. While tlie«e figures may be correct for the world at large, it does not 
follow that they correctly represent the position ot London banks, which discriminate against 
financial ])a|)or and specialize in banking in its most liquid form. 

Our Bankers' advances, whether in the form of Loans or Discounts, are mainly on 
commercial collateral, or if on financial, are so guaranteed and margined as to be liquid. 
But if Professor Anderson’s analysis is anywhere nea.r correct, it shows that our supply of 
Bank Credit, l)eing based on deposit liabilities, is specially suited to deal with only 11^ to 
24 % of the total field for advances ; and it explains why otlier and more elastic banking 
systems, which do not Iwrrow so much “short,” are capable of lending longer. 

War came and at once enlarged the field of financial banking. It became the duty of 
the financ.ial banker to stop the gap between impoi’ts and exports with Sec.urities, — to ])08tpoue 
the settlement of debts for imported munitions, etc.., by creating and expoiiing Securities 
acceptable to the creditor. 

Reconstruction will make new demands upon financial banking. Tlie Britisli Empire 
has got to be made to produce its maximum, for increased production is a condition of 
solvency. Take the case of cotton, which, after it has been planted, picked and baled, becomes 
an article of daily consumption, that spinners can buy from Inind to mouth, — suitalile 
collateral for loans of depositors’ money. But the World’s su})]>ly of cotton has decreased as 
the result of the war and it must be replenished. Its develojunent could well emjjloy 
£10,000,000 a year for 10 years, to be spent on irrigation works, railways, and machinei\y. 
This is also true of high-grade iron ore e,g. from Brazil or Spitzbergen, needed to mix with our 
own. The plant which forms the greater part of the total cost ot getting more cotton M,nd 
more iron ore to market will, it is to be hoped, be furnished by British industry, but it 
will constitute fixed assets — temporary locks-up which are unsuitable collateral for Bankers’ 
deposit liabilities. More railways in India and Africa are another })re88ing source of demand 
for “ long ” money ; and not only new railways and enterprises of all sorts, but older 
undertakings too if they are to continue to be j»roductivc, iind ies]M>nd to the public deimind 
for coiitinunlly increasing facilities. 

Most of such undertakings have got to borrow annually, for extensions, or modern plant, 
or new inventions in order to meet competitive conditions, larger sums than they earn 
year by year. To stand still is to go back. Concrete instances are innumerable. Even 
the L. & N. W. Railway used to borrow, and had to borrow, half the amount it 
was distributing semi-annually in dividends ; and other British railways had to 
borrow much more. In Canada tlie Canadian Pacific Railway used to have to borrow six 
times the sum it paid in dividends. The same is true of the group of foreign railways owned 
in Great Britain which borrow much more money annually than they remit. In America the 
late James J. Hill calculalilKl that railways require annually £200,000,000 for “construction,” 
or what we call “ca]||ital” purposes. Another striking illustration in the field of public 
utilities is the telephone business 6f the United Statefi whose financial history for 17 years is 
summarized in a recent report which is on economic document. It shows £15,800,000, put 
aside out of revenue to reserve before paying dividends, but during the same period it was 



necessary to find £158,000,000 for imperative capital expenditures to meet the expansion of 
its business and fulfil its functions in the public service. For last year (1917) it had to 
borrow three times as much as it distributed in dividend (8 per cent.) upon its £80,000,000 
capital stock and these borrowings had to be met out of sales of securities. Its finance has 
been marked by foresight and Hvoidance of floating debt; otherwise, in 1907 under the rigid 
American banking system now superseded, its dividends would have had to be passed, the 
development of its public service suspended, and its credit ruined, with the result of loss and 
general depreciation in the market for investments. Among Britisli industi’ies, Electric Power 
Supply has offered a diflicult problem to bankei's for many years. More j)Ower is constantly 
demanded by the public ftn- productive ])urposes, and more machinery, mains, and generating 
stations luive to be laid down and paid for every year. No demand is more legitimate. 
But, lest the producer should make too much money out of the (consumer in Loudoii, the State 
reserves an o])tion of purchase, now vested in the London (bounty (council, on the basis of a 
break-up valuation of the Companies’ plant in 1931, and no man can say liow that valuation 
will work out. With such an uncertainty ahead the Companies cannot create a security that 
is certain to be repaid in 1931. The legislature made it ijupossible for them to (;omply with 
the first rule of finance, viz. when you have to make a security, make a good one and not 
iin illusmy one — one that will be a source of lasting credit and not of far-spreading discredit. 
A gamble in Premium Bonds, is Jess incahnilable than a gamble upon the valuation 
of j)ower [)lant in 1931. Public [policy kejd- the London Power Comijanies pool- and cbei'.ked 
their development in order to have the option of* buying them up clieaj), and thus instead of 
first^tdass up to date plants freely supplied with the latest turbines, dynamos, and mains, the 
Authority is liable to find an antujuateil plant to buy up in 1931. Bankers are necessarily 
shy of lending, even at high rates, to any Company whose cash ac(;ount betrays how difficult 
it will be to ciijntalise advances into a form in which they can be liquified and distributed. 

In Great Britain we have not yet attemjited to meet the demantl for longer credit, — 
longei* loans against financial collateral, as the Germans did. We (‘ailed it ‘adventurous 
banking.’ But the Germans went on, mobilizing a small and sate proportion of fixed assets 
by means of their central institution and an endless chain, and after constantly raising its 
efficiency by Bank Amalgamations, they are now raising it again by increase of Bank capital. 
Nor have we yet inaugurated a financial institution as the Americans have just done with 
capital and borrowing power of £7U(),U0U,()UU, in addition to the Federal Reserve Banking 
system, to finance the imperative capital expenditures of inc-orporated industry. The demand 
for longer money for reconstruction is almost upon us, demanding from British banking an 
elasticity, i,e, expansion of loaning capacity and note-issuing power in case of need, cmuparable 
to that described by Mr. Benjamin Stuong, the Governor of the Federal Reserve Bank in 
New York and already quoted. (Page 17). 

Bank amalgamations are steps towards th(^ ideal foreshadowed by (economists of on<^ bank 
for everybody, one bank in which all customers’ receipts and expens(‘.s would be settled in 
account in pounds sterling as a nominal unit of value which do(*.s not necessarily correspond 
to any coin.* The Reichsbank’s giromritehr and free exchange for the German Empire, 
together with the German-Austro-Hungarian-Swiss jiostal cheque are also steps in the evolution — 
steps which deserve our consideration. 


See Note, iiaire 49. 



A main niotivr tor Iwink ainnl^anuitioii in Groat Britiiin is t’rankly stfitcd to a 
union of banks wliioli arc* ooinjilc^inontary to c»adi otJu^r. Wlicni a Imnk rnakc's a loaji, its liability is 
dischargc^d throiigii the ('llcmriii^’ Honso by a chciqiie on tlic* Bank of Englanck and tin* loan 
bc'-conies a deposit, or dc^posits, elscnvherc*. Thus its loss of reserve is liable to be another bank’s 
gain. But ainalgaination increases the chance of a bank’s loaji returning overnight as a de|)Osit 
with itself — a cross-cMitry instead of a loss of reserve. In that case what does a bank part with ? 
Nothing. Public interest and self-interest botli dictate sucli amalgamation. Time and friction 
are savc^d, and the efficiency of the bank is raised to a higher powei', subject always to pcndodical 
publication of Accounts, Reserves, and (\ipital, — outward and visible signs of an inward and 
trustworthy state, — to cormnand the confidence* of depositors. Deposit liabilities do not necessarily 
ne(*d larger capitiil ; but liabilities for acceptances, or advance's against financial collatc'ral, raise a 
differemt question which the |)resent suggestion of anothc^r central institution is designerd to meet. 

Big business must have big banks. Neither tlic* private financier, nor the* small bank, 

nor the public which comes in only spasmodically through tin* Stock Exchange*, can take c,are 
of the finance of incorporated industry and the imperativi* r(*(|uirements year by y(*ar of the 
ojMm Cifipital account. 

Thus, conc(mtrat(*d r(*s()urces and more and more* powerful banks arc* a necessity. True*, tin* 
flower to do right impli(\s the power to do wrong, and no one* is infallible*, not even the* youngest. 
But British bank managers have* been conspicuous in the past for respecting the* confidence* and 
the* secrets of their custom(*rs, and taking can* of th(un at rates of interest not higher, as a 

rule, than on<* per cent, above* tin* Bank of England nite, subject always to the inaintiMiamre 

of their own liquidity against deposit liabilities on demand, and to the limitation inlu'nmt in 
our system as contrasted with the* French. German, iind American syst(*ms. the 

“ muni pula tion of gold.’" 

To siihstitub* control by a Government department, or hureaucracy, for the indi^idllalism 
and fr(M^dom of tin* British money market, would b(* a fatal step. Its organization and 

ability to appraise fiersonal cnulit and trustworthiness ar<^ assets not to be inifiaired. Th<* history 
of Americjin banking for 50 years is an object lesson to us, and a warning against any such 
experimimt. To-day, war experience in America and the discount upon U.S. Goveniient Loans 
is bringing much discussion as to wheth(*r the pot<3ntial supply of credit in dollars is adequate; 
it is not improbable that amendments may be introduced to make the Federal Ri*-serve Banking 
system even more flexible ” than it is already. 

There is a popular theory that as war is dissipating the uation’s capital, or accumulated 
sa vings, tlierefore after the war capital must be scarce and money, or credit defined as the 
right to use another man’s capital, must be stringent. 

Tliis theory rests on the hypothesis that for every pound annually invested, a pound must 
be aniiuully saved ; ii is supjiorted by statistics to show that the nation’s investment fund 
normally amounts, or amounted liefore the war, to aliout £400,000,000 per annum, half of which 
was afiplied in capital exfienditures at home, and the other half placed abroad. The hyjiothesis is 
fallacious in so far as it assumes that the sum available is limited to current savings. The 
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truth is that for every pound invested a j)Ound must be saved somewhere and some time: 
in the past, the present, or the future. It is a problein, not of capital but of credit, whose 
function, as wielded by good bankers, is to mobilise past, i)reseTit, and future savings for 
approved puri)Oses. 

Another theory is that gold is tlie sole basis of cTedit and thereftu'e, in view of the j)resent 
demand for gold and its decreasing produciioii, money, or at any rate pounds sterling as being 
rights to gold if and when required, will be scarcer and dearer than ever wfieu reconstruction 
comes and the demand for jiounds becomes acute. As was pointed out by a contributor to the June, 
1917, number of the Journal of the Institute of Bankers, this is the old theory that paying 
j)Ower (or purchasing power) resides only in money. ‘‘It is one degree broader than the theory 
that only legal tender is liberatoire, whereas the truth is that anything will ))ay debts provided 
it is exchangeable. Paying power does not really reside in money, hut in the man behind tlie 
money, and the exchangeable things in his possession or in prospet^t of production. These, it 
he be triistwortliy, entitle him to hank credit. 

‘Vlt is true tliat in the course of the war tlie view lias been expresseil that a bank has to get 
money and not to lend it, in other words, to restricjt credit instead of creating it. The country 
has paid, liy a rising rate of interest, fVir this narrow view of the function of a central 
hank. Under a modeiii hanking system any solvent borrower for productive or national 
purposes who can tender good collateral is entitled to get credit, and the credit he gets 
is based on his product which, or in case of need his collateral, (tomes in to discharge his 
debt. To assert that purchasing power resides in “ money ” only, and to say that ir is limited 
because ‘•money'’ is limited, is an argument in a cinde.’' 

Our problem is not one of cu[>ital, or of gold, but of credit based on production and 
distribution of goods. Personal credit, granted and received, is the medium by means of 
which inohilizable goods and services are exchanged for each other. Credit, under a modern 
elastic hanking system, is a mass of personal obligations, transferable, and varying in quality 
and maturity, which exjiand and contract as required for the exchange of gCK>ds and services 
for each othei', in tenns of money but without rid’erenc.e to the quantity of gold. 

It would be a national disaster if tlieories ot the limitation of the investment fund to 
jiuniial savings, or of (Credit as based dii gold alone, or of prices as being liable to become 
more inflated as a banking system becomes more elastic, were to cripple reconstruction. It 
is true that for a period of the war the policy prevailed of cornering purchasing iK)wer or 
restricting credit in the hope of controlling reciprocally the level of prices. But it failed and 
we are wiser now. Money is easier on Government collateral and first-class Bills. It remains 
to make it easier for reconstruction purposes, i.e, tor prcnliicers throughout the Empire. 
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IV. GERMAN BANKING, ITS BASIS OF CREDIT AND THE 

ELASTICITY THEREOF. 

(a) Thk Retohisbank. 

The present Gennaii banking system dates from the Foundation of the Imjierial Bank 
of Germany, — the Reielisbank, — after the Franeo-Prussian War of 1870-1. This Bank siipersedcxi 
the Clearing House whicli existed in Hamburg long before that date, and after absorbing the old 
Bank of Prussia in 1875, it opened for business on 1st January, 187(). It also superseded the 
agglomeration of Banks in the 26 Stiites of the Empire, and gradually substituted a centraliz(Ml 
and elastic credit system for no system at all. 

Out of these coni|)onents a system of exchange for the German Empire was developcnl 
whereby money can be remitted to any of the Reiehsbank’s 486 branches without charge 
to either sender or receiver, or loss in transmission. 

The capita] of the Bank was raised by the law of 7th June, 1899, from Mks. 120, 000, 000 
to Mks. 180,000,000 as from 1st January, 1901. 

The German Empire participates in the net profits of tin* Bank, but is not a shareholder, 
nor responsible for its liabilities. The shareholders an* res|)onsible, and they numbered (in 19111) 
16,646 Germans and 2,1 5!1 Foreigners. 

The Reichsbank enjoys tin* privilege of Note issues not limited to any fixed sum, but 
based as to 38^ |)er cent, on a cover of coin, iiududing notes of the Imperial Treasury — 
Reichskassenscheine — issued against the gold tresov de guerre in the Juliusthurm at Spandaii. 
As to the remaining 66^ per cent, cover, it may (ionsist of commercial and financial three- 
named (or in excejitional cases two-named) bills of exchange running not longer than three 
months. 

In a speech delivered some years ago the Kaiser, defending himself against the charge* 
that the gold received for the Frencli indemnity was a war chest, said, “My gold at Spandau 
is no war chest ; my wai- chest is the 14,000,000,000 marks of foreign investments held by 
my people.” 

For war ])urposes the* Germans foresaw tlu* necessity of more elasticity, and wer(* 
ready with legislation. Accordingly on the outbreak of war, laws were passed authorising 
(1) Notes of the Darlehenskasaen^ or Loan Offices, (see below) to be included along with 
Notes of the Reieshkasse^ or Imperial Treasury, as part of the cover for Notes of the 
Reichsbank, (2) Treasury "Bills of the Empire to be included as part cover for Notes along 
with Bills of Exchadge, if inaturing within 3 months. (3) The note circulation, — which 
had been tax-free up to 550,000,000 Mks^ rising to 750,000,000 free at the end of each 
quarter, but which after that was subject to tax at the rate of 5 per cent, per annum 
pro rata temporis — ^was relieved of all taxation on the outbreak of war. 
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BALANCE SHEET OF THE REICHSBANK, Slat MAY, @ 20 Mka. per £. 



Assets. 

1918. 

1917. 

Gold 

£117,283,700 £126,660,550 

Silver, Nickel and 
Copper Coin 

6,021,650 

1,695,900 

Notes of the Reichs- 
kasse k Darlehens- 
kassen 

81,037,550 

22,384,800 

Other Bank Notes ... 

96,100 

110,550 

Bills receivable, Cheques 
k Treasury Bills ... 

727,238,600 

468,225,200 

Loans against Securities 

348,100 

486,500 

Investments 

5,045,700 

5,594,850 

Other Assets 

89,590,150 

52,841,800 


£1,026,661,550 £678,000,150 


Liabilities. 



1918. 

1917. 

Share Capital 

£9,000,000 

£9,000,000 

Reserve Fund 

4,741,000 

4,606,850 

Notes of the Reichs- 



bank in circulation 

600,134,400 

414,267,700 

Deposits 

381,739,700 

226,908,150 

Other Liabilities 

31,046,450 

23,327,450 


£1,026,661,550 £678,000,150 


(Compared with last yt^ar, the demand tor advances, or discounts of Treasury Bills, 
Trade Bills, and Cheques, shows an increasi* of £255,000,000 of which £155,000,000 figures 
in tlie increase of De|)osits — transferable bank credit or ‘‘money” in the Lombard Street 
sense. The remaining £100,000,000 was found by an increase in the Note circulation 
which, including other demands tor currency, now amounts to £600,134,400, ar) increase for 
the year of £l86,000,0U(i. 


To maintain the 33^ cover for the Notes, as required by law, in the shape of 
(1) Gold, (2) Silver and other Ooiw, and (3) Imperial Treasury Notes or Loan Offices Notes, 
the last named (viz. the Darlehenskassenscheine) have increased by over £58,000,000. 
Thus the cover for £600,134,400 Reichsbank Notes in circulation consists of — 

Gold £117,283,700 

Silver and other Coin ... ... ... ... 6,021,651 

Imperial Treasury Notes limited by law to r20,000,000 
Marks against 100 per cent, of gold at Spandau, 

and Notes of the Loan Offices ... ... 81,037,550 

£204,342,900 


or about £4,300,000 over the legal cover, which has varied during the last four years 
as follows : — 

Slst May, 1915. 1916. 1917. 1918. 

Per cent, of cover 54*09 45*30 36*40 34*05 

The sum total of the Notes of the Loan Offices outstanding is now £444,810,000, 
of which £80,330,000 are in the Reichsbank amongst the cover for its Notes. What 
collateral these Notes of the Loan Offices are secured upon, and with what margin, it is 
impossible to say. So far as they are secured upon German War Loan there is a margin of 
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25 per cent. ; or they may l:>e seeiired upon a portion of Germany’s foreign investments 
selected by expert, bankers, or other saleable assets with a margin of 25 to 50 per cenK 
There is no telling what collateral good bankers may not turn up with from <?.</, Turkish 
obligations now secured by oil wells lietween the Euxine and the (Jaapian, or American 
Bonds or Shares imprisoned by the blockade, or French or British j)af)er — anything that will 
carry the right directly or indirectly to dollars, francs, or pounds. 

The margin of gold and otliei* cash cover, as above, for the Notes and Def>osits of 
the Keichsbank, taken togetlier, was as follows, for the last four years : — 

;U8t May, 1915. 1916. 1917. 1918. 

Per cent. 42’3 36-1 23‘r) 2()‘9 

It is better to recognise the strong points of the German Banking system than to 
condemn it complacently as if the only sound basis of credit were gold. Before the war 
gold was the most universally saleable thing in the world, and it still retains its prestige pour 
regler les compter internationaux as the president of om; of the Neutral State banks doubtfully 
said after he had amassed some £50,000, 000 of it. But anything will pay debts provided 
it is saleable against legal tender ol‘ the (Creditor nation, or drafts on London, Paris, or 

New York. 

{b) Thk German Darlkhrnskasskn. 

These Loan Offices were ready to act, upon the outbreak of war, just as th(» Lieichsbank 
wiis ready with its One Mark Notes. They have small share ca])itals, prol)ably all held by 
the banks, and they pay dividends. 

It has laaeii the fashion in some quarters to criticise them, as Prn' criticiscsl FnMuli 

finance, and to assume that they are lending, and issuing Notes (Darlehenskassenscheine), on 
any rnobilia — “ pianos ” or “ chromos,'’— or else on iininobilia such as land and houses, as if 
the Germans had embarked on the path of French assignats. Mira lagan’s first £1 (>,000,00(1 

(400,000,000 fos.) of interest-bearing assignats were issued against Crown lands and Church 
property confiscated in 1789, and had their issue been limited to £48,000,000 ( total issue for 
the year 1789, redeemable by 1795,) it is probable that they would have proved to be fully 
secured. But the French went on issiiing till the amount reaclied £1,820,000,000, and, 
after Iwing scaled ” more than once, those that still remained were redeemed at the 

rate of one fc. in metal for 70 fcs. in assignats. 

German Loan Office Notes fit is believed) have not been issued against land but 
against saleable assets, valued by experts, with varying margin, especially to facilitate 
subscriptions to German War Loans, with 25 fier cent, margin, as described in the Cologne 
Gazette of 2nd September, 1915. They formed ])art of the distributing machinery of the 
market for Government debt^ and are analogous to American Clearing House Loan Certificates, 
(now superseded by the Federal Reserve Banking system) except that the latter were receivable 
only l)6tween banks in settlemeht of daily lialances, and thus did not get into general 
circulation.* 

* Ajjfiendix .VK 
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As tci the effect of tht» issue of ,£444,810,000 Notes of the Loan Offices on prices, 
and on tlie exchanges, German economic^ opinion has Iwen divided upon the Quantity Theory 
of Money ever since Hklferich questioned it in 1843.t In economic circles in Berlin 
25 years ago Schmolt.er, Wagner, and Oldenburg were understood to hold it, while Max 
Hirsch, the co-operator, disagreed with them. Whatever may have been "^the halance of 

economic opinion, the Germans perjiiitted no Quantity Theorists to block the way of 

mobilising, internally, certjiin forms of capitiil wherewith to finance the war. They separated 
forthwith the external from the internal valuation of the Mark ; and left the former to 
depend upon the balance of Exports and Imports. t Therefore they have been able to 

maintain Govermnent credit internally ; and there has been no downgrade in the price of 

their 5 pen* cent. War Loans, the first of which was issued at it 7^, the second at 98^, and 
the rest at ili) about which f)rice they still stand. 


The maintenance of the |)rice of German War Loans around 99, and the regulation 
of a mark(^t in which every buyer, or seller, can find his is easier in Germany than 

in Englaiul. Jobbers do not exist in Berlin ; everything is concentrated in the hands of 
official brokers. Probably a syndicates of banks and institutions who can trust each other have 
pooled tlieir holdings of War Loan so that no one of them can undersell the |kk) 1 ; and thus^ 
acting witli the Heicdisbank, they hold the price steady around the last issue price. In this 
manne)’ they adjust suj)ply to demand so that at any given time then* are more buyers than 
selleis. It is an old rule to sell on a scale up, and l)uy on a scale down; it is a rule 
hulntnally followed by thos(* who ha\c‘ to issue and distribute loans, for a loan can hardly 
be distributed on dear money and a falling market. By this time it is probable that there 
an* few’ congested blocks of German War Loan, and that it is widely distributed in the liands 
of the |)nblic, so as to make the whole nation interested in the solvency of the State. Nor, 
probably, is German ability to raise further War Loans approaching the end. The end is due 
to (!oine some day, not from financial breakdown, but from inability to feed, clothe, and munition 
the army, and to feed and clothe the civilians ; such was the case with the Confederates in 
Aiiierica in 1865, and they never fought better than in that year, when you could buy 100 
of their paper dollars for one dollar gold. 


t ** Von den periodiHcheu Schwnnkungen im Weit der Ekleln Metalle von don Entdeokung Americas bis zum 
Jahren, 1830.” — J. Helferich, 1843. Referred to by Lord Farber, “What do we pay with?; or Gold, Credit and 
Frices.” Cassell & Co., 1889. 

I There has been a tendency in some quarters here to point at the external depreciation of the Mark as 
if it amounted to a breakdown in German Rnance, and insolvency ; whereas internal solvency is untouched Rod 
external solvency is a question of resumption of Exports. For the natural wealth of Germany in coal, iron, and 
potash, see articles by “Politicus ” in the Fortnightly Remm) of June and July, 1918. In taking prices at the mine or 
pit’s mouth, whereby he arrives at an aggregate figure of £237,000,000,000, “Politicus” omits allow for time and 
cost of extraction. JBut the comparison with the ni^evelofied wealth of other nations should cheok hasty predictions of 
German insolvency. 

The capitalization of potential wealth after the war will be the province of German banking ; whereas in 
England hiwerto it has been the field of the promoter. Imagine the prospectus which that prince of promoters, 
the late Albert Gbant, alias Baron Gottheimrr, would have compilea and the moderate capitalization he would 
have put on Germany’s assets in coal, iron, and potash compared with Politicus’ valuation. The public would have 
followed the pied piper, and it would not have been a swindle like the Emma Mine. The value of the promoter’s 
wares depends upon the management, and what an enterprise earns, and can be made to earn, net. 

After the war, the question of capitalization, speedy re-organization, and recapitalization in order to restore 
the solvency of discreditM undertakings, mudt be taken up afrrah. The subject demands a chapter to itself. 
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These hypotheses are safer to work by, and bank upon, than the opposite hypotheses, 
e.g, that the German banks are loaded up with War Loan, or that the purchasing power of 
the public is approaching exhaustion, or that a currency depreciated externally spells ruin. 


( c ) German Joint Stock Banks. 


Some Ji,000 to 4,000 banks still exist, but the bulk of the business is in the hands of the 
great Joint Stock Banks ; of these there were, on 1st January, 1913, nine in Berlin and ten 
ill the rest of Germany, each of them witli more than £2,500,000 (50,000,000 Mks. ) cajiital 
paid up, viz.: — 

Paid up Capital on 1st January, 1913, without counting Reserves. 


Deutsche Bank 

... £10,000,000 

Allgemeine Deutsche Bk. ... 

£5,500,000 

Disconto Geaellschaft 

... 10,000,000 

Rheinische Cr. Bank 

4,750,000 

Dresdner Bank 

... 10,000,000 

Hheinisch Westfal Dis. G. 

4,750,000 

Handel und Industrie Bank 

8,000,000 

Barmer Bankverein 

4,437,500 

Schaffhausenscher Bk. Verein 

7,250,000 

Bergisch Markische Bk. ... 

4,000,000 

Handels Gesellschaf t 

5,500,000 

Essener Cr. Anstalt 

3,600,000 

National Bank 

4,500,000 

Mitteldeutsche Pr. Bk. 

3,000,000 

Commerz u Disconto 

4,250,000 

Norddeutsche Bk. 

2,500,000 

Mitteldeutsche Cr. Bk. 

3,000,000 

Pfalzische Bk. 

Schlesischer Bk. verein ... 

2,500,000 

2,500,000 

Only a few millions 

of (Capital are required for the Dejiosit business of these Banks, 

which they call their Pawnbroking I)cj)artmeiir, 

th(^ remainder being available for 

comniercial 


and hnancial banking. 


Since January, 1913, thqy have iiuireased their paid-up capitals ; tliat of the Deutsche 
having gone to £13,750,000, or including its reserve, £25,000,000 ; the Disconto to 

£15,500,000, or including reserve £22,900,000 ; the Dresdner to £13,000,000, or including 
reserve £17,000,000, and the Prussian States Bank (Seehandhmg) from £5,000,000 to 
£8,000,000. Nor do these figures denote the limit of their strength for they act each as the 
head of a group of smaller banks, which in their turn have groups of customers and investors 
behind them. It is probably a mistake to think that their proportion of liquid assets has 

tended to decrease, as London critics have suggested. This may luive been the case up to ten 
years ago, for the jicriod when industrial concerns were developing and requiring big advances, and 
when the process of joint-stocking was in full swing. Such customers had then to be nursed with 
‘Mong money,” and the advances capitalised for issue in the form of bonds and shares to absorb 
German savings as and when available. During thiit period German banks put their own experts 

on Industrial Boards ip order to see that no bad securities were created for customer^ to lose 

money in ; and their experts remained directors to ensure continued good management. Thus the 
banks usurped the position of the irresponsible promoter as he is known in this country on the 
one hand, and on the other of the guinea-pig director whose interest is limited to his qualification 
and his fees* 
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So successful was this process of joint-stocking that few instances can be found of thc^ 
Germans having made, and issued, a bad security. German industries became so profitable and 
financially so strong that, instead of being in a position to impose directors on them, the banks began 
to seek for directorships in order to secure valuable accounts. At the same time they contributed to 
unify economic policy, co-ordinating production and distribution, and harmonising individualistic 
forces that made for discord, economic waste and money losing. Thus, while industrial promotions 
have diminished, the banks’ liquid assets are stated to have continued to increase along with their 
deposits. 

The main feature of the Re])orts of the German Joint Stock Banks for 1917, is an expansion 
of deposits and an increase in the ratio of liquid assets, riz., cash, money in the Reichsbank, short 
lulls of (‘xchange, and Gennan Goveniinent Securities. These form the liquid assets of the first 
rank ; after them comes the second rank, comprising securities quoted on the Stock Exchange and 
advances to the Stock Exchange with collateral. Tims on ^llst Decejnher, 1917, the Dresdner 
Bank had 59^ per cent, of its assets in the first class, and a total of 78 per cent, in the two 
classes, according to the balance sheet published in the Frankfurter Zeituny^ \^tk Aprils 1918. 

(rf) The German Stock Excftangks. 

The German Bourses are under Government siq)ervision. The President of tlu^ Stock 
Exchange Committee is a Govern inont (/ommissioner, and prices are officially fixed by sworn 
brokers a))])ointed by the Committee in accordance with demand and supply. If there are no 
transactions, then the latest transacjtion is quoted. If at a certain price there are still buyers 
about, the word “ Geld ” is added, “ Bid ” ; if there are still sellers about the word 
“ Brief ” is added, i,e. “ Asked.” 

No shares of smaller denomination than Mks. 1,000 (£50) fully-paid are allowed to be 
issued or quoted, (‘.xceyit those of Insurance (companies, and continuations and contangoes are illegal ; 
the |)olicy being to drive away gamblers to other Bourses and j)rotect the German people’s 
savings from Stock Exchange losses, conserving German capital for German industry. 

This policy is doubled-edged. The speculative instinct in the l)est sense— the call to 
adventure — is invaluable to a nation, for in the world of affairs [U'ogress depends not on 
those who seek little certainties but on those who know how to take risks and he right 
upon the average. Prussian officialism tried to supy)ress a natural instinct ; but though you 
may try to pitch it out with a fork, it always recurs. Thus the more adventurous of 
Germans came to specuilate in London and lost their money in gold mining and other shares 
along with the Briton. In future (as T think) we have got to see that the dice are not 
loaded against the speculator, and that in every security to which a quotation is granted he 
gets a fair run for his money. 

In Germany, Bonds and Shares are not admitted to quotation solely uyFon their merits ; for 
tliough no bad issues are admitted considerations of general policy may lead to the exclusion of 
perfectly sound issues. For instance, the shares of the Chicago, Milwaukee and St. Paul 
Railway were refused admission to the Berlin Bourse on the ground that all investment 
money was then required for the expansion of German industrial undertakings. But it was 
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jMirt ol’ public policy to hold a proportion of the nation’s capital in American or otlier 
foreign stocks and to-day Germany still lias foreign investiiumts left, to })(» sold after the 
war, or pledged, |)ending resumption of exfKirts. 

(e) CONTUAST BRTWBBN BRITISH AND GrRMAN PRACTICE. 

The list of Berlin official quotations comprises comparatively few non-dividend paying 
Stocks, ami suggests that opportunities for the public to lose money are greater in London 
than in Germany. Had British policy . been to conserve the savings of the ])uhli(;, more 
money would now lie Forthcoming for War lioans and foi- reconstruction after the war. 
The money of tlie Post Office Savings Bank defiositor in excess oF £200 was comjnilsorily 
invested in (Jonsols and when they Fell steadily from, say, 100 to 75, he thought he had 
fjeen “done.’' Depositors had few alternatives beside Building Societies or Slate Oluhs, out 
of which their savings were not always forthcoming, or Penny Banks which were ruined 
by the fall in Trustee Stocks, or, as a last resort, [lutting a l)it on a football match or a 
good horse where, |)erhaps, they got a fair run for their money. U|) to now the working 
man has been almost guaranteed a loss on all the investments, (Tovernment Stock included, 
that were open to him. 

^^or does tlie little* public that invests on the Stock Exchange do much better. The 

function of the London Stock Exchange, in th(* words of a well known broker, is that of 

“accoucheur.” Some control over inflated capitalizations, issues, and (piotations, is needed in the 
sole int^^rest of the investor. Many brokers of the highest standing, who take a longer view of 
prices than from fortnight to Fortnight, lay themselves out to keep up witli the varying relation 
of earning jjower to capitiiUzation, and th(‘ imperative aiinual demand of progressive concerns for 
money which, if not provided, means stopping dividends and perhaps also default. Possibly banks 
tof) may see their way, for the protection of their (iiistomers, to form in their own offices 
investment dopartments, staffed like some of the Trust (Companies, with men who are dictionaries 
of securities. So iiii|X)rtant is it to conserve the nation’s savings year by year that a little 

more of the principle of uberrima iulen should he required of vendors and promoters who a.n^ 
now' sheltered by eamat emptm\ 

The difficulty of the |)ublic in England is to analyse a prospetitus ; — to find out the 
circumstances and the basis, legal and financial, upon which investments are launched, and to 
keep up with their changing (Jonditions. In Germany there used to be numliers of small 
“ Bankers ” whose chief busiiiess was to look after the investments of their customers. Many 

of these liave been taken over, and their businesses carried on in the ohl offices, as agencies 
of the large banks. The consequence is that when a private individual has money idle, he asks 
his bank to find him investments, and as a rule the customer is well served. Thus the 
banks acquired an enormous placing power, and on the rare occasions when they made a 
mistake, they stood re^dy to buy back any of their issues sooner than let their clientele into 
a loss and forfeit iti^' confidence, 

A German bank clerk has to have a certHin standard of education, as if he had 
matriculated at a University, which in fact most of them have done. As a rule he has to 
start as an apprentice and work for nothing, going through every department in 
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the. bank. The standard of clerical education has a lot to do with German sucjcess in adviBinj2; 
upon investments. A highly educated man is let off with one year’s service in the army 
instead of three. A large percentage of the younger bank clerks use theii- leisure hours in 
listening to lectures ; thus most of th<*m have a knowledge of economics as well as of two 
or three foreign languages. 

The exj)erience of the British and Scottish Investment Trust (Jornpanies, whose aggregate 
capital amounts to al)Out £100,000,000 belonging to thousands of small shan^holders, has been 
that it was not only more profitable from the ])oint of view of interest, but also safer from the 
point of view of (Capital to put their money abroad rather than at hornet. At any rate those 
(Companies which invested largely in the United States have done best. The experience of one 
of them which had about half its money there and the rest distributed over th(‘ world is 
as follows ; — 

Healizbj) Profits. Realized Losses. 

Home ... ... ... ... ... ... ... -- £67,600 

Continental ... ... ... ... ... 67,632 

Colonial ... ... ... ... ... 103,823 

United States £234,739 

River Plate ... ... ... ... 18,678 

Various Localities ... ... ... ... ... 33,990 

£287,407 £229,055 


Pkrc^kntagk Investment in 

Diffkhkn'J' 

Localities. 



1891 

1901 

J914 

Home 

7.92 

10.00 

14.85 

Continental 

4.61 

5.48 

2.14 

Colonial 

19.20 

10.81 

10.73 

United States... 

47 25 

47.88 

50.72 

River Plate 

14.16 

12.65 

9.28 

Other Localities 

6,97 

13.18 

12.28 


100.00 

100.00 

100.00 

Number of different mvestmente ... 

... 177 

217 

301 


Bx})eri(*nce in other (juarters is needed before generalizing from these figures as to 
economic and j)olitical conditions for investment in Great Britain and the (/olonies compared 
with conditions in the New World. Everybody’s capital is now more or less locked up in 
Government Securities and ewerybody’s object — certainly that of Trust ( Companies— is to employ 
it for reconstruction within the Empire instead of deranging the Exchanges by c^xforting capital 
again to the United States or South America. The Empire is still in its infancy. As soon as 
lorrovring time is ovc^r and paying time has come, a condition of thc^ solvency of the State 
and the Dominions under the burden of their aggregate debts will b(‘ the develojuuent of the 
incomparable estates of the Em})ire and of the ])rocluctive power of Great Britain. 

The reconstruction period of America after the (^ivil War, 1861-5, is an example 
of honourable and successful j)ayment of public^ debt and restoration of credit ; it is also 
proof that Conscription of (Capital is wholly uiineciessary. What America did. Great Britain 
and the Empire can do, provided we have the best possible banking system. The two 
following chapters summarize the financial experience of America and Francse after their 
respective* wars. 
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V. THE EXPERIENCE OF AMERICA. i 
(a) Rbconhtruction After the Civil War 1861-1865. 

Though history ru'.ver repeats itself it may be useful to attempt a summary of how 
America paid her debts afh^r the Civil War, solving problems similar to those whicli confront 
us and emerging triumphantly after 14 years of vicissitudes. 

When Lee and the remnant of his army laid down their arms at Appomattox Court 
House on 9th April, 1865, th(' Confederates, in Mr. Roosevelt’s phrase, werc^ “ beaten to a 
frazzle.” They gave uji all material, their plantations were destitute, labour disorganised, 
railways a “ streak of rust,” paper money and ymblic credit at zero, and except that there 
were no manifestations of triumph on the part of the victors and the lot of the vanquished 
was made as easy as possible by the general amnesty proclaiiiKul on 29th May, th(' Southern 
States had about reached the condition contemplated by the German Kriegshrauch^ oi* code of 
war, which seeks to destroy not only the men and fortresses of an enemy but also his “entire 
inhdlectual and material resources.” 

In thes(' circumsbinces stagnation reigiu'd in the South foi* years ; purchasing power 
and geiK^ral solvency were slow to arise, and prosperity hardly began to return in that S(‘ction 
of the country till 1879. 

In the Northern Shites, on tlu' otla^r hand, the F(h1(uu] Government succeeded, within 
18 months, in distributing 1,500,000 soldiers into civilian employment and thereupon Americans 
started borrowing, wherever they could, to develop their incomparable estate. In that process, to 
gridiron the prairie with railroads was a condition precedent to getting settlers out upon the 
land. Th('y recklessly sold 7 peu* cent., 8 per cent, and even 10 per cent. 1st Mortgage 
Bonds of railways under construction at big discounts, and also exportc;d cotton, oil, food- 
jiroducts, etc., but imported, (as our Colonies used to do for development purposes,) more than 
they exporhid, viz. for the 6 years 1868/1873 £100,000,000 imports, upon the average per 
annum, against £79,000,000 exports.* But Bonds carry interest, and America was liable besides 
for freight, insurance, and travellers credits, so that the annual foreign balance against her by 
1873 amounted to at least £35,000,000 per annum without counting floating debts carried in 
the form of 60 days sterling exchange, against all sorts of collateral which had to be 
slaughbAred to ymy liabilities when bills could not be renewed. 

^Foreign trade for years ending 30th June. 



Imports. 

Exports. 

1868 

£71,500,000 

£56,400,000. 

1869 

83,500,000 

57,200,000. 

1870 

87,200,000 

78,500,000. 

1871 

... f 104,600,000 

88,600,000. 

1872 

125,300,000 

88,800,000. 

1873 

128,400,000 

h. ... 104,500,000. 


£600,500,000 

£474,000,000 
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All this time, like our own Dominions and Colonies, she was laying the foundation of 
future wealth, to which the unearned increment of her estate was to contribute, along with the 
annual difference between production and consumption. Millions of acres of land that was 
not worth 10 cents an acre were on the way to become worth $100 or more ; coal and 
other mineral lands were to become worth thousands and thousands of dollars per acre ; 
diversified industries were developing and being transplanted from New England, New York, 
Pennsylvania, and Ohio to Western cities as they sprang up, and town-lots became worth $1,000 
or more per front foot. 

In October, 1873, America was pulled up short by the panic which began in May in 
Vienna and spread to Leipzig, Frankfort, Hamburg, and Berlin. Had she possessed a better 
blinking system shf> would have been s[)ared a great setback and much distress. The attitude 
of Democracy to money, which Hosea Biglow gibbeted out of the mouth of the popular 

candidate on thc» hustings — 

“ My love for North and Soutli is equal ; 

But I’ll just tell you straight and frank, 

No matter what may be the sequel, 

Yes, Sir ! I am — agin a bank ! ” 

protracted a system of currency and banking without a central institution. Under this system, 
rigid and decentralized, (‘very bank tended to look after itself instead of its customers, and to 
run upon its neighbours in order to increase’! its own reserves whenever confidence was shaken. 
Money in crop seasons used to run up regularly in New York to 6 per cent, and a 
commission besides per diem, and in Western cities to 2^ per cent, per month ; a panic was 
always on people’s minds, and whenever it came, money disappeared and the public was 
reduced to a condition of barter. 

While the Government was trying every sort of experiment in the way of control of 
banks and varieties of currency, the banks themselves invented a remedy for panics, viz. 
Clearing House Loan tkirtificates, the jjarticulars of which are worth recording in the progress of 
individualistic efforts towards an elastic; banking system.* For forty-eight years after the war 
democTacy never let go its suspicion of the “ Money Power ” and paid the price of general 
liquidation and uiiemploymcuit after the panics of 1873 and 1893 and lesser liquidation after 1884 
and 1907. 

In 1873 Western banks, which were advancing on food-products or other assets that 
pass daily into consumption, came off better than Eastern banks which were advancing on financial 
or Stock Exchange collateral. Railway securities have always figured largely in New York panics 
and after 1873 the majority of railways went into bankruptcy. No railroad- ever earned even 
working exjienses from the day it opened for traffic, and if within two years it showed in its 
accounts net earnings equal to interest on cost, it was doing exceptionally well. But such net 
revenue* was never cash ; the demand of the open capital account for betterments and 
extensions to accommodate a growing business was insatiable, and a fruitful source of wreckage. 
Indeed professional wreckers, as some men were called, had nothing to do but to do nothing ; 

*Note, page 52. 
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the imperative demand for money soon led to floating debt, next to Receiverships, finally to 
Reorganization. Canada, in the next decade, was confronted with the same problem of financial 
banking in the case of the Canadian Pacific Railway and avoided breakdown only by continuous 
Government support. This railway was chartered in 1881 and opened for traffic in 1887 ; its 
far sighted Directors provided Dividends out of Government subsidies for 10 years, 1883-1893, 
on $65, 000,000 Stock (equal to over 6 per cent, on the issue price) and thus prevented 
disasters, such as overwhelmed and retarded America, until its territory was ocicupied by settlers 
and traffic had grown to an amount which visibly insured solvency. 


America’s productive activities after the war, based as they were on debts piling up, 
were complicated in other directions besides that of railways. In agriculture', the “breaking” 
of tens of thousands of acres of virgin prairie synchronised with the apj)earance of mw wheat 
supplies from Russia and South America ; and the consequ(‘nce was a catjistro|)liic fall of wheat 
prices. As to industry, the demand tor iron was unprecedented and there appeared to be no emd to 
manufacturing profits. Bankers generally failed to realise how dangerously liigli pricu^s of all 
commodities were ; besides, they were working under a banking system whose only elasticity in 
emergencies was Clearing House Loan Oertificatx's, a form of Bankers’ Currency for us(‘ among 
themselves within the Clearing Hoiisci and based upon any good assets belonging to banks, 
or their customers, at a low valuation and with 20 per cent, margin. After the panic America 
had to reverse the position of her foreign trade, as Australia had to do after 1893 and as 
Canada has actually done in the course of this war, and to ('xport more than slu; imported 
as a condition of Ixicoming a solvomt nation. The figures are worth quoting for th(‘ years 
ending 30th June : — 

1873 Excess of imports of merchandise £24,000,000 


1874 ... Exports ... ... £3,770,000 

1875 Excess of imports of merchandise 3,900,000 

1876 „ exports ,, 15,900,000 

1877 . „ 30,200,000 

1878 „ ,, 51,560,000 

1879 „ „ 52,900,000 


Thus did America economise. Paying time had come, and slu'. became thrifty ; she “wort^ lu'r 
old shoes” for five years and did what we have now got to do. She was also helped by 
immigrants from every European country as follows : — 


1867 . 

. 298,967 

1872 . 

. 404,806 

1877 . 

. 141,857 

1868 . 

. 282,189 

1873 . 

. 459,803 

1878 . 

. 138,469 

1869 . 

. ;J52,768 

1874 . 

. 313,339 

1879 . 

. 177,826 

1870 . 

.. 387,203 

1875 . 

. 227,498 



1871 . 

321,350 

1876 . 

. 169,986 




The falling off in immigration afhir 1873 was part of the jxuialty jiaid l)y democracy 
for the preceding feverish development culminating in panic, liquidation, and unem))loyment, 
and a situation which a rigid Ixinking system was incompeh*nt to dc;al with. 
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The finance for the whole period from the beginning of the civil war up to the 
triumphant conclusion of the reconstruction period in 1879 is summed up in the following 
table : — ' 

Rise and Fall of Prices in Paper Dollars (or “Inflation” and “Deflation”) during the 
Civil War in America, and afterwards, until “Resumption” on a Gold Basis, on 
January 1, 1879. 



Volume of Currency. 

Prices. 

1 

1 Transactions or New York 

I Clearing House. 

Value OP U.S. 

OUERENOY 

i Year. 

Auioiinb. 

Per Cent. 

Index No. 

Amount. 

Per Cent. 

PER 

$100 Gold. 

1860 

$ 

435,407,252 

448,405,767 

100*0 

100*0 

$ 

7,231,143,057 

5,915,742,768 

100*0 

$ 

1861 

102-0 

100-6 

81-8 

— 

1862 

334,697,744 

76*8 

117*8 

6,971,443.591 

95*0 

113*3 

1863 

595,394,038 

136*7 

148*6 

14,867,597,849 

206-6 

146-2 

1864 

669,641,478 

153*7 

190*5 

24,097,196,656 

333*2 

203 *3 

1865 

714,702,995 

164*1 

216*8 

26,032,384,342 

360-0 

157*3 

1866 

673,488,244 

154-6 

191-0 

28,717,146,914 

397-1 

140-9 

1867 

661,992,069 

162-0 

172*2 

28,675,159,472 

396-5 

138-2 

1868 

680,103,661 

156-1 

160*5 

28,484,288,637 

393*9 

139-7 

1869 

664,452,891 

675,212,794 

152*6 

153*5 

37,407,028,987 

517-3 

133-0 

1870 

155-0 

142*3 

27,804.539,406 

384-6 

114-9 

1871 

715,889,005 

164-4 

136*0 

29,300,986,682 

33,844,369,668 

405-2 

111-7 

1872 

738,309,649 

169-5 

138*8 

468-0 

112-4 

1873 

751,881,809 

172-6 

137*5 

35,461,062,826 

490-3 

113-8 

1874 

776,083,031 

178-3 

133*0 

22,866,927,636 

316-0 

111-2 

1875 

754,101,947 

173-1 

127*6 

25,061,237,902 

21,697,274,247 

346-5 

116-1 

1876 

727,609,388 

167-1 

118*2 

298-6 

111-6 

1877 

722,314,883 

166-8 

110*9 

23,289,243,701 

322-0 

104-7 

1878 

729,133,634 

167-4 

101*3 

22,608,438,442 

311-2 

101 -4 

1879 

818,631,793 

188-0 

96*6 

26,178,770,691 

348-1 



It will be observed that America b(‘gan reconstruction on the theory of cancelling her 
redundant currency, viz. from $714,702,995 at the close of the war in 1865 to $661,992,069 
in 1867, but stopped then through fear lest “contraction” should cause a corresponding fall 
of prices. Probably slu' need not have been alarmed. At any rate after the panic of 1873, 
when th(» immediate future of all business was loss, bankruptcy was rife, and transactions 
shrinking by 30 per cent, or more, the redundant currency settled in the Imnks in the form 
of exc(\ssive and unlendable reserves over and above the 25 p(?r cent, of deposits which, under 
the old rigid system, the banks in New York, Chicago, and St. Louis were compelled to 
keep in legal tender, “ To this day, as Professor Dewey says, then* is uncertainty and 
division of opinion as to what wer(». the real forces that accomplished resumption in 1879 and 
the means by which it was afterwards maintained.” This much is certain that after 1873 
“ Commerce came to the rescii(» of finance.” Production and thrift did the rest. The fall in 
prices following the depression of 1873 and the increasing demand of Europe for America’s 
cotton and food stuffs established conditions favourable for importation and retention of gold, 
and the valiu* of the dollar in relation to gold steadily improved. By January 1, 1879, 
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the $624,627,909 “ Greenbackf^ ” and National Bank Note^ then in circulation (along with 
$117,452,130 gold coin and certificates, and $6,204,081 silver dollars besides subsidiary 
C/oin) ceased to bc^ redundant and a loan was placed, partly in Europe, for $250,000,000 
of 4^ per cent. U.S. Government bonds which produced more gold than was necessary to 
make dollars, like pounds, rights to gold if and when required. As a matter of fact the gold 
was not required and our own Treasury Notes may prove to be equally harmless, if the 
issues contract as they have expanded, automatically. 

The corner stone, or the foundation, of the value of dollars in relation to pounds 
sterling, and vice versd did not really rest on Gold, but on exports visible and invisible. Gold 
for internal circulation is a costly luxury but is indispensable for external solvency in the last 
n^sort and in the meantime for window dressing to maintain confidence. A nation that puts 
out liabilities in terms of gold, — options on gold in the form of (1) Ounency Notes, (2) Deposits 
(which are liable to be swollen by discount of foreign finance* bills) and (3) export of cupital 
(which though it may end in establishing the position of a creditor nation may tend in the 
meantime to a drain of gold) must possess a commensurate stock of gold in its State* or (central 

Bank. The Germans were far-sighted (‘iiough to accumulate gold long before* the* war partly 

through direct relations with Transvaal firms e)r theur consignees, but chiefly through purchase* 
in the open market wherever they could get it che^apest, so that, besid(*s some £60,000,000 
visible in the Reuchsbank, they had a circulation e»f ge)lel larger })robably than that of England 
in proportion as thedr cheque system was less developed. 

{b) The Federal Reserve Banking System of 1913. 

To return to America, it was a |)iec(* of good fortune both for herself and the Allies 

that 77 years after 1836 when the Bank of the Unib^d States was killed by political influence 
under President Jackson, President Wilson arose to surmount democratic prejudice “agin a 
bank” and established what is to-day the most powerful centralis(*d system in the World. Tt has 
superseded the combination of banks in emergencies through the Clearing House and substituted 
a potential supply of credit and currency in case of need far in excess of any demand 
in sight at present. As the (yanadian Banking system has never yet found its elasticity 
of supply of credit to solvent and trustworthy debtors unequal to the demand, so it is probable 
that the powers and resources of the American system will avail to deal with all emergencies 
as they arise, subject always to good management. While legislativt* provisions cannot elirninatcv 
all mistakes of management the principle of the act is a combination of Government and 
Banking influence in selecting the managers. Purely banking operations are handled by twelve 
Boards of Directors for each of the twelve “regional” Reserve Banks of whom the majoiity are 
chosen by bankers. General supervision, and for some purposes control, is vested in the 
Central Federal Reserve Board appointed by the President with the advice and control of the 
Senate. ^ 

American tradition and sentiment favor paper money for legal tender. Thus under the 
Act, as passed in 1913, Notes were not issuable directly against gold, but against commercial 
paper rediscounted at the 12 regional Banks. When soon after the outbreak of war gold 
gravitated from London to New York the far .sighted governors of the Bank invented a 
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roundabout, much criticized, process wherebj to acquire the incoming gold as a reserve at ih^ 
centre. They were pulled up by the fact that no provision of clerk power existed to handle 
worn out Notes as they came back from circulation, nor to pay for the cost of printing new 
ones. This and other initial difficulties have been surmounted by continual amendments. 
Section lb of the Act now permits Bank Notes to be issued against “ notes, drafts, bills of 
exchange, or acceptances . . or gold or gold certificates'^'' the last five words having been 

added among the amendments of 21st June, 1917, The system, as established, was essentially 
for commercial banking and th(‘ |)reiudice against re-discount of financial, as distinguished 
from commercial, paper continues, but has been relaxed in favour of ))aper with U. S. 
(Tovernment loans as collateral, eagainst which the Federal Reserve Banks advance to their 
member banks so as to enable them to advance to customers, for periods of 90 days, and 
renewable at rates of interest varying with the market.* 

Th(* quantity of Federal Reserve Bank Notes which may be issued is wholly within the 
control of the C^entral Board ; but tli<* initiative in taking out circulation rests entirely with 
the Directors of the Reserves Banks. Federal Reserve Notes are obligations of the United 
States, rec<u'vabl(‘ for taxes, customs, and public dues, and redeemable in gold. A cover in 
gold of 40 per cent, must be maintained against the* Notes ; and a cover of 35 per cent, 
in gold or legal tenders is iMMjuired against th(^ deposits. As to the member banks, the 
7,500 National Banks becain(‘ members forthwith in 1914 and their i^xample has since been 
follow<^d by State Banks and Trust (/ompanies. There are three classes of member-banks, 
(1) “Central reserve city banks, ’’ (2) “Reserve city banks,'’ (3) “(Vmntry banks.” On 
21st June, 1917, by amendment to section 19 of the Act, the member-banks wenv relieved 
of the liability to carry any part of their cash reserves, (‘xcept till money, in their own 
vaults and were obligat'd to keep the following reduced reserves as net balances on deposit 
with th(> 12 central banks in their respective districts, or with the Federal Reserve agent or 
in the U.S. Treasury : — 

First class, 13 per cent, of “Demand” deposits and 3 per cent, of “Time” deposits. 
Second class, 10 per cent. ,, ,, ,, „ 3 per cent. ,, „ ,, 

Third class, 7 per cent. „ „ „ ,, 3 per cent. „ „ ,, 

Time de[)Osits are defincid as deposits for 30 days or longer. 


* Note. The Federal Reserve Bank of New York announced by circular dated I3th Octol>er, 1917, as follows: — 
Loans cun be mode directly to member banks by the Federal Reserve Bank for periods not exceeding fifteen days, with 
Liberty Bonds as collateral, for which the rate is three fKjr cent. There is nothing in the law to prevent a memlier bank 
from paying the loan us it matures and making a new loan for a smaller or larger amount for further periods of fifteen 
days, providing circumstances at the time the notes mature req^uire it. This method may lie helpful in enabling a 
member bank to carr}'^ temporarily bonds for large subscriptions where the subscribers do not wish to pay immediately. 

Customers of a bank who wish to subscribe to bonds and jmy for them on the instalment plan, thirty, sixty 
or ninety days, may give their notes covering the instalment payments to their bank. 

If the bank is a member of the Federal Reserve system, it may endorse and re-discount the paper with the 
Federal Reserve Bank, provided it has a maturity of not more than ninety days, with Liberty Bonds as collateral ; the 
present re-discount rate being 3^ per cent. Arrangements for reasonable extensions might, of course, be mode between 
the banks and their customers, but the notes should be drawn for not exceeding ninety days in each instance.” 

Rates of interest are now (July, 1918) higher, viz. 5 per cent, between banks, and proportionately more to 
customers for 90 day (leriods, because the opportunities to use money are very inviting. Most lines of business are 
showing large profits and there is great temptation to extend operations. If the money market were not under semi- 
control, rates would be higher still, f.e. if such a demand existed in normal times for purely commercial purposes 
rates would be over 6 per cent. Thus it is no longer profitable to carry Government Securities on borrowed money, 
unless by special arrangement. The tax-free ‘rLiberty Loan” of the United States, issued at par, is quoted 99} but 
the 4J per cent., taxable, loan is quoted about 96 or 4 per cent, below the issue price. Thus tlie Americans ore up. 
against the two factors, viz. Income Tax and dear, if not capricious, money, which nave affected British Government 
credit. 
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The combination of State support and supervision alon^ with freedom to bankers to 
lend or not to lend, — scdocting whom to lend to, for what object, upon what collateral, for 

how long and at what rate, — is carried further, in that th(^ old banks, — National, State, and Trust 
Companies, — are tin* sole stockholders of th(' 12 Federal Reserve Banks in their respective 
districts. They arcj entitled to six per cent, cumulative dividends ; all earnings in excess being 
paid to tlie Gov(Mmnient as a franchise tax, but half of thes(‘ surplus earnings go into 

a surplus fund until it becomes 40 per cent, of thc! Capital Stock. Whatever the Goverjunent 
roc(uve8 is to lx* used either to increase the $100,000,000 minimum gold reserve* in thc 

Treasury against $34(5,700,000 United States Notes (the old “ Gr(x>nbacks ” of th(^ Civil War) 
or for the reduction of interest-bearing debt. 

Obviously the potential sii])ply of credit is (uiormous, and the limit far off. President Strong 
computed th(* increase* last year in tlu* potential supply of credit for tla* district of N(‘W York, 
owing to the entry of the six great Trust Companies into tin* Federal system, at £1,600,000,000. 
On the occasion of last year’s Amendments to the Act, President Wilson said: — “The 
purpose is to enlarge still further the resources of the Federal Reserve Banks, correspondingly 
expanding their loaning cn[)aeity and tlieir Note issuing powc^rs. The important functions arc* 
now (1) Sale of Government Securities, (2) Receiving and transferring billions of dollars, 

(3) Supplying credit fnciliti(*s, (4) Protecting the res(‘rv(^s of the country. Our finances must 
rest on the firmc^st possible foundation and they must lx* adequately and comph^tely conserved 
so ns to respond instantly to (wery h^gitirnah* demand.” 

Yet another important step was taken when tin*. “War Finance* Corporation Act” was 
passed on thc 5th April, 1918, setting up an Institution with £100,000,000 of Capital Stock all 
subscribed by the United Stabis Government and £600,000,000 borrowing powers “to provide 
credit for industries and enterprises in the United Shites necessary or contributory to the 
prosecution of the war and to supervise the issuance of securities, and for otluT purposes.” 
Amongst these “other purposes” this Corporation may take part in Reconstruction financ(* if 
needed. It is an exaiiiph* of American “Preparedness.” 
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VI. FRANCE’S RECONSTRUCTION AFTER 1870. 

Bosidos having to rostoro tho ravages and waste of war at home, France had to pay 
five milliards of francs as indcunnity, with interest besides and other expenses, amounting in all 
to 5,862,000,000 fcs. To the outward eye the process of payment of the indemnity to 
(Termany is summed up in the words of Say. “ The busiiK'.ss went through as if the 

five milliards had been rcimitted to Berlin in the form of Frcnich Government Rent(\s ; and 
then FrcMichmen sent their savings to Berlin to rcvpiirchase those Rentes, just as they formerly 
s(‘nt them to Italy, the U.S., Austria, and Turkey, to buy Italian, American, Turkish Bonds, or 
Shares and Debentures of Austrian railways.” But in fact those French Government Rentes 
luwer went to Berlin. What was the actucal transaction ? 

Reconstruction in Frances was a comparatively simple jitt'air. No nation can he made 
bankrupt by d(d)ts that she owes only to herself, though it may l)e awkwiird for the tax-pay(u-. 
Indeed shc^ can continue*- l)orrowing from herself as long as she is thrifty and produces more 
than she consumes. France did so. But to send 5,862,000,000 fcs. to Gt^rmany, she had got 
to export current production and other saleable forms of wealth, or claims on wealth. The 
finance of it is summarised as follows in a table. 


Tablk op Purchases of Exchange, 1871-3, by the French Government, fob Remittance to 
Germany in Payment of the Indemnity op Five Milliards op Francs, Interest Expenses 
and other Liabilities. 






francs. 

par. 

FRANCS. 

Thalers 

.. 690,907,104, bought at an 

average rate of 3 '7910 

3-7038 

2,619,228,831 

Pounds Sterling . 

.. 60,583,453, 

do. 

do. 

25-4943 

25-22 

1,544,532,725 

Marcs Banco 

.. 280,707,013, 

do. 

do. 

1-8989 

1*8519 

636,841,617 

Belgian Francs 

.. 518,209,291, 

do. 

do. 

1-0061 

1-00 

521,370,367 

Dutch Florins 

.. 150,549,519, 

do. 

do. 

2-1509 

2*0832 

323,816,960 

Frankfort Florins . 

.. 110,341,200, 

do. 

do. 

2-1637 

2*4646 

238,745,264 

Heichs Marks 

.. 63,275,492, 

do. 

do. 

1-2528 

1*2346 

79,271,636 





Total 

Francs 

5,862,807,290 

Shortly stated, France's <*xports during 

1871-3, 

entitled her 

to exchange in thalers to 

the extent of 2,619,000,000 fcs., 

secondly to 

excliange 

! in pounds 

sterling to 

the extent of 

1,544,000,000 fcs.. 

and thirdly 

to exchange 

on Hamburg in marl 

iS Imnco, on Belgium in. 

francs, on Holland 

in florins, on 

Frankfort in 

florins. 

and on tlui 

new G(U*man Empire in 


reichs-inarks for smaller amounts to make up the total. 
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Thesft bills of exchange deiioOi exports — part of French savings, present and 

future, not all of which went direct tc Germany; some went to England, Belgium and Holland 
who were creditors of Germany. If only it were possible to know what goods certain of thest^ 
bills of exchange representcnl in the French produce markets we should begin to understand 
how it was possible for £234,000,000 of capital and credit to be transmitted from France to 
Germany. The accompanying diagram of the rates of exchange for that period shows how well 
the French managed it. But bills leave no trace. Some must have been drawn agaipst coin 

and bullion, and some against exports of securities, one of the most important classes of exports, 

of which no statistics exist. This much is certain that, whereas from 181)7-1871 France 
imports exceeded her exports, for 1872-3 she temporarily reversiHl the normal relation and 

exported more than she imported, as follows : — 

I I Excess c)f 


Years. 


Exj^iorts. 

i 

Iiii|K)rts. 1 

ExfKirtH, 

1867 

3,026,50U 

2,825,900 

200,600 


1868 

3,303,700 

2,789,900 

513,800 

— 

1869 

3,153,100 

3,074,900 

78,200 

— 

1870 

2,867,400 

2,802,100 

63,300 

— 

1871 

3,566,700 

2,872,600 

694,200 

— 

1872 

3,570,300 

3,761,600 

— 

191,300 

1873 

3,600,200 

3,926,900 

1 _ 

326,700 

i 


In Thousands of Francs. 


In addition to merchandize and securities, France exported French gold, £10,920,000; 
Silver, £9,572,000 ; Bank of France Notes, £5,000,000 ; German Notes and Coin, £4,201,000, 
total — £29,793,000. Sections of the Chemin de Fer de I’Est in Alsace and Lorraine were 
taken over by the Germans at £13,000,000. 

Between June 1871 and September 1873 the French exchange on London momentarily 
touched 26-19 fcs. per £, viz. in October, 1871, and that was the (»xtrenie depreciation 
suffered by the franc throughout the whole operation of remitting £234,000,000 to Germany. 
(See Diagram). For the greater part of the period francs varied only from 25*26 tc 25*66 
per £, and tlie average depreciation of the franc in relation to the thaler (at the exchange of 
3*75 fixed by Germany) was only a shade over 1 per cent. If during our reconstruction 
period to come, the external value of the £ suffers no greater depreciation than this, we may 
be content. 

The Custom House returns are the only official dfxiuments available, but showing as 
they do for the three jears 1871-3 an excess of impof'ts of 176,000,000 francs, they do not 
explain France’s abpity to draw bills of exchange, as Leon Say says, amounting to 4,250,000,000 
francs. What the table does show is that immediately after the war France’s exports 
developed greatly; they became more important^^^^^^^ ever before, and in two years attained 
the unprecedented figure of 518,000,000 excess over imports. Otherwise the payment of the 
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indemnity would without doubt have encountered enormous difliculties, and it was a happy 
event that in . those two critical years exports contributed so much. But they are far from 
accounting for the abundance of Bills of Exchange that the French Treasury was able to 
purchase, especially in view of the fact that imports of merchandize for 1871 had exceeded 
imports by 694,000,000 francs. A portion of the bills that came to market, and were bought 
by the French, must have been finance bills. For instance there would be a profit in selling 
(exchange at 26*19 and replacing later at 25*75, or less, and perhaps a profit on the interest 
account besides. Thus th(' balance of debt, that could not be paid in kind, was probably paid 
in exchange as well as in securities. 

The whole story is a h^sson for us to profit by when our turn comes to pay our 
d(^bts to America and neutrals. Tables are subjoined of the rates of interest paid on French 
Government Treasury Bills and the variations therein for the six years 1870-1875 ; also of 
the rates of discount and rates for advances and their variations from 1867-1875. 

From 81st May, 1867 up to the ev(^ of the war on the 18th July, 1870, the discount ratf^ 
remained unchanged at 2^ per cent. Direct discount in France by commercial firms takes place 
on a large scale IxKjause tli(‘ Bank of Franc(‘ with its nuiiu'rous branch(».s discounts Bills bearing 
three approved signatures.* There is no such obligation on th(? part of tlu* Bank of England. 
France strained ('.very nerv(' to prepay th(^ indemnity and free her territory and she succet'.ded in 
discharging the last iirstalnumt on the 5th September, 1878, six months before it was due. The 
hifrh rates of interest, after payment was accomplished, viz,, 6 per cent, on the 14th October, 
7 per cent, on lOth November, 6 per cent, on 20th November and 5 per cent, on 27th 
November, had nothing to do with conditions in France, but were the reflex of the panic in 
Germany and America. By June', 1874, the discount rate in Paris was down to 4 per cent.; 
in August, 1874, six months Treasury Bills were down to 8i per cent, and by August, 
1875, to 2 per cent. ; with twidvc* months bills at 8 per cent. 

The fluctuations in exchange for the period of payment of the indemnity (sec diagram) 
and the variations in rates of interest and discount are a measure of the difficulties 
encountered and surmounted by a combination of prudence and boldness from day to day. 
The basis of success was French thrift — aparffnes, past, present, and to come, and they 
continued almost without interruption, even in the midst of military disasters. It was also by 
good banking, good management of the exchanges and the market for the. precious metals, 
that the risks of pap(u* money were triumphantly avoided. 


* The wording of the discount regulations of the Bank of France is os follows : — 

A escompter k toute personne ayant compte courant avec faculty d’escompte des lettres de change, warrants 
commerciaux et agricoles et autres effets de commerce a ordre, rev^tus de trois signatures, h des echeances diitermin^es 
qui ne i^euvent exc^er trois mois, tires, aocept^s ou souscrits fxir des commergants, des Syndicats agricoles ou 
autres et autres personnes notoirement solvables. 
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A comparison of the position of the hank of France befon^ the war and after payment 
of the German indemnity is as follows : — 

Bullion h(dd. Notes outstanding. 

7th June, 1«70 t52,440,000 £55,000,000 

nth September, 1873 ... 28,320,000 115,240,000 

Thus the circulation of paper in (^veess of metal cover grew^ from £2,560,000 to £86,920,000 
and yet there was no appreciable depreciation of the paper, “There is plenty of evidence 
(as Professor Irving Fisher says, quoting Jevons) to prove that an inconvertible paper money, 
if carefully limited in quantity, can retain its full value. Such was the case with Bank of 
England notes for several yi^ars after the suspension of specie payments in 1797, and such is 
the case with the present (1875) notes of the bank of France." For us, as with Prance, the 
problem of maintaining the value of our Currency Notes — cancelling them as jjaid into tlie 
Bank to the debit of the Government, not forcing them into circulation but letting them 
contract and expand automatically as and when demanded — will be a problem of good management. 
Solmtur ambulando. 
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VII. CONCLUSION. 

Enough has been said to show that the task of conserving British credit is two-fold 
and needs differential treatment. A 10 per cent, bank rate no longer brings ^ gold from the 
moon ’ and therefore our stock of gold must be concentrated under the control of the 
Bank of England to maintain the external stability of the pound sterling. The maintenance 
of its internal stability is a comparatively simple task. 

The external value of the pound will depend on the sum of our foreign indebtedness 
at the end of the war. Only the Authorities who control the expansion and contraction 
of Treasury Notes and Bank of England Notes, and who ought to possess the necessary statistics, 
are in a position to judge how many of those Notes are held, or hoarded, abroad, and will be 
|)resent(ul for redemption ; and how far the sum total of our external liabilities in gold can be 
carried in Exchange account till they t*an be settled in goods, or in securities the making and 
distribution of which an^ tlie province of financial banking. In the meantime it is for the 
Authorities to judge whether it is, or is not, necessary, or worth while, to stimulate an increased 
output of gold within the Empire by means of some form of bounty to the mines ; or 
whether the money would b(» better employed in subsidies and guarantees, needed elsewhere. 

On the other hand, to maintain the internal value of the pound, ix, to prevent either 
depreciation or appreciation, depends on maintaining a supply of pounds always equal to the 
demand. The demand for money to convert war-production to peace-production, and provide 
facilities to develop it to the utmost, will soon be upon us. We look to our leaders to lead, 
and make it certain that peace production is not crippled, nor retarded, through inability to 
obtain the necessary money. 

Dear and capricious money checks production, and is a weapon in the Iiands of good 
bankers to be employ(».d only against illegitimab' speculation. Every loan for productive, or 
distributive, or national purposes should bo self-liquidating within the period, long or short, needed 
to accomplish its object ; so that the product may discharge its debt as it comes to be sold, or 
consumed, without impairing either the capital of the lender or the collateral of the 
borrower. 

As general prices in America between 1865 and 1879 declined in paper dollars from 
216 to 96'6 (see Table p. 35) and in terms of gold from 138 to 96*6, so too in England the 
tendency of prices is likely to be downward after the war. It is difficult for producers and 
traders to make money on falling prices, and the task of bankers will not be easy, in con- 
junction with their customers, to keep trade moving, so as to avoid congested spots which are 
fuel for panic, liquidation, and hard times. Not that we need anticipate any such crisis as 
in 1825, after the Napoleonic wars, nor a disaster so great as overtook America under her rigid, 
decentralized, banking system in 1873 — precipitating general liquidation till, by April, 1877, the 
unemployed were sleeping in churches and fed from soup kitchens, and in one week riots in 
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Pittsburg destroyed $5,000,000 of property belonging to the Pennsylvania Railroad. But it 
depends upon our having the best possible banking system, and the best possible bankers, 
whether \^e shall succeed in avoiding some such bitter experience of ‘hard times.’ 

A condition of ‘sagging’ prices year after year and little or no profit, as in America 
between 1873 and 1879, is not unknown in this country. Trade goes in cycles. “We all 
know,” as Francis A. Walker says,* “that it is entirely possible for production to be locked 
in ‘ a vicious circle,’ producers closely limiting their operations because consumption is checked ; 
consumption remaining all the whih‘ at a minimum for no other reason than that the operative 
class, producing little, had little wherewith to [uirchase goods. We have seen in our own 
lifetime such a situation existing through a long period simply because men of business would 
not lielieve in the possibility of recovery, and each waited for the other.” Und(‘r such 
conditions quack remedies abound and fallacious theories of currtmcy and prices. Mill noted 
them between 1819 and 1844, as already mentioned ; they prevailed in America between 1865 
and 1879 ; and similarly in Great Britain in 1915-18 the word Inflation has been on 
everybody’s lips to explain the war-rise of prices — a word as disquieting to the public, and to 
the timid banker, as the blessed word Mesopotamia was comforting to the old lady. ‘This is the 
excellent foppery of the world ! that, when we are sick in fortune (often with the surfeit of 
our own behaviour), we make guilty of our disasters the sun, the moon, and stars: as if 
we were villains on necessity; fools by heavenly compulsion; knaves, thieves and trenchers by 
spherical predominance;’ — an admirable evasion of Economic Man to lay his greedy disposition 
on the charge of a star ! 

It is true that physical knowlodg(‘ has gradually come to rest upon a new foundation. 
It has become exact. Even in Politics and Economics — sciences which arc not yet under the 
dominion of mathematics and never will bet — a working co|)y of the matheniatical process has 
been made. Science has put a line upon the earth, and, if it has not drawn out Leviathan 

with a hook, it has reconstructed him from a fossil bone. But it cannot explain man, nor 

measure confidence between man and man. t 

“In spite of your fine theoretic positions 
Mankind is a science defies definitions.” 

There is no simple remedy for falling prices, declining production, and hard times, 

and no road to fortune except man’s brains, common sense, and nerve, together with the 

sweat of his brow. French epargnes are a far-sighted insurance against hard times ; and there 
is a proverb for the frugality of the Italian compared with the waste of the Anglo-Saxon, — 
Jl IngUae crepa di fame dove il Italiano fa fortuna. Whenever the time of trial comes, along 
witii the vicious circle, leaders are needed, gifted with the sense of what is “ high ” and what is 
“low,” to pull things out jof the rut, restore confidence, and start trade moving again at rising 
prices. The initiative resides not in money, but in man and his personal credit, assisted by a 

* International Bi-metallism, p. 276. 

tin their sphere, ** things are by nature *irantrairy.’” Arist. Eth. Nic. 

$ As was said more than 2,000 years a^, **If you know anything at all, you must know that confidence is 
the main motiVj^ power of business.” DeiinofiitheneA. pro Phorm. 
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supply of easy money for as long periods as may be needed to bring to fruition the product of 
intelligent labour. It is the function of financial banking to encourage the right men, develop 
the right enterprises, and capitalize them into good securities for distribution. 

When the war ends, the working cai)ital of the country will be largely locked up in 
War Loan. Banks, Trust Companies, and others who might embark their capital and credit 
in the development of the incomparable estates of the Britisli Empire will all be in the* same 
plight— full of Government securities. In the slang of the city the ])Osition will be that of a 
“ stale ’’ and unwieldy “ bull account ” which will have to be liquidated. 

Tf nothing is done to enable holders to sell, or borrow freely, on fTOvernrnent securities, 
they will fall and will carry all other securities down with them; reconstruction will be dokyed; 
unemployment will be aggravated ; production will fall off ; wages will be lower ; business will 
get locked in the vicious circle. 

On the other hand, if a market is created to take Government Securities, their price 
will be maintained ; holders will be able to sell ; the work of reconstruction will be helped ; 
cTcdit will be plentiful; int(‘r(^st will b(‘ low; there will not be so much unemployment, for 
production will increase' and counteract a fall in wages. 

The first condition of r<'Construction and n^storation of credit for productive })iirposes is 
easy money, surely obtainable on the premic'r British security. 

British [jolicy with regard to moiK'v and income tax, offers a curious contrast with 
German. Up to this y(*ar the policy of (h'ar money ])revailed in London and a rising income 
tax, both of which temded to depreciate sc'curities. It became necc^ssary to pay a higher and 
hightir rate of inter('st on Government loans which, Jione the less, went to a discount after 
issue. Though G p(?r cent. Exch(Mjuer Bonds are stopped, our 5 per c('-nt. War Bonds, re|)ayable at 
a premium, pay £5 (is. Od. per cent, less income tax, plus the value of the options which is 
estimated at 10s. p(>r cent, per annum. In Germany on th('. other hand, the policy of r^asy money 
prevails, and the question of income tax is postponed until after the war. German 5 per cent. 
War Loans are not dc'preciated and stand in the market about th('. issue price of 99. It is 
strange that our jnoiuy policy should have been one of restriction, while the German has been 
one of freedom. Perhaps we had no alternative, owing to the Exchange position, at least 
until America came into the war. But for reconstruction our money ])olicy must be more 
elastic. The internal stability of the pound sbrling depends on elasticity of supply in relation to 
the demand for it,— an equilibrium of money as required for the exchange of goods and services 
for each other and an abandonment of the idea of control of prices by a high rate of interest. 
The conservation of British credit and the stability of the pound steiding are a task for the 
good banker as distinguished from the good mathematician. 

The nation looks to the directing mind of the Government and the Banks to do 
something to deal with the conditions of 1919, and to conserve the individualism of British 
Banking as Peel did under the conditions of 1844. Granting — what Peel was doubtful 
about and left unsolved — -that Bankers’ loans and deposits are money, it is clear that 
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no gold reserve which we are likely to possess in the near future will be udeqiiatcv to act 
ns the basis of our credit system. Even while we were still the creditor country, Bagehoi', 
in “ Lombard Street,” was almost terrified at the picturesque theory (in which he himself believed) 
that our credit system is an inverted pyramid resting on an apex composed of tlie Bank of 
England’s gold rc'iserve. As matters stand, British financial credit and the value of the pound 
sterling have got to rest, for awhile, on the world’s faith in our productive power and the latent 
resources of the Empire. Indeed, for some time past, the gold reserve has been little more than a 
concrete pledge of our prudent caution in creating money. What then is to bo done ? 
Is there anything to be learnt from th(‘ Reichsbank and Darlehenskasscn ? Or is the initiative 
to bt^ found in the American plan of Clearing House Loan Certificates, and improved upon, 
perhaps, by incorporating the Clearing House ? 

And yet there are still people left who say “ Leavf* well alone : with .£320,000,000 
legal tender not( 3 s out already* and possibly £2,000,000,000 deposits by and bye, we shall have 
more than enough money for reconstruction.” Their argument is a characteristic plea for 
unreadiness. During the orgy of borrowing, deposits have expanded jmri passu with .advances of 
the Banks to the Government in the form of “Ways and Means,” Treasury Bills, and investments. 
Secondly, deposits have expanded pari passu with the ris(‘ of wholesale prices. t Thirdly, more 
coin and noh's are needed for retail trade, and for Banks’ till-money. If 5 per cent, of deposits is 
the proper amount of till-money for Clearing Banks to keep, the ris(^ in their deposits from 
£1,033,000,000 in 1913 to £1,703,000,000 on 31st December, 1917, accounts by itself for an 
expansion of £33,500,000 coin and notes. Other notes hav(‘. been substituted for gold, others 
are circulating from Gibraltar to Hongkong, and some may be hoarded by neutrals and enemies. 

When the war is over, and the seller ceas<^s to be able to control the pricf' of tlie 
product, the resumption of general production and free trans|)ort will together start th(‘ down- 
grade of prices ; less curremey will be needed for pocket-money, and smaller loans against stoclvs 
of goods. Notes not required for internal circulation will lie })aid into the Bank and cancelled. 
Notes held abroad, or in tlu* Dominions, will return for redemption in gold or in pounds sterling. 
The Government will no longer b(^ borrowing and disbursing £7,000, 000 a day, but will begin 
the repayment of “Ways and Means” advances and Treasury Bills out of proceeds of taxation, 
or by a Funding Loan taken up by the public. The level of deposits will no longer be 
maintained, but will run down. Thus the expansion in th(^ quantity of money will be reversed 
and turned automatically into a proces.s of contraction. 

The place of the Government as the big borrower will be taken by producers and promoters. 
Is it contended that Banks will be as ready to make advances, both long and short, to producers 
and promoters, as they did to Government contractors, and so replenish deposits ? When 
reconstruction comes the Treasury will be pressed for guarantees, subsidies and bounties, for 
without Government support banks will hesitate* to risk their depositors’ money on all sorts 
of enterprises. 

* August 19J8, iind inoimsing. 

t Thus 500 bales of oottoii cost about £23,0<J0 instead of £8,000 ; wool costs £28,000 instead of £10,000 ; a cargo 
of wheat costs about £106,000 against £45,000, and of sugar £300,000 against £75,000; and larger loans (with their 
correlative defiosits) are needed to finance^ ^rfede. 
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Tf) forestall this situation 1 do not propose that the State should pjarante^e producers and 
proinottu's, but that the State should guarantee its own signature. Tn other words, that 
the State should guarant(‘(* the liquidity of bankers" advances on the security of its own loans. 
Tn this manner a potential expansion of deposits, as required tor reconstruction, will be provided 
to meet the inevitable contraction, and w<» shall show that we do not belong eternally te th<5 
race of Ethelred the Unready. 

A central institution under guarantee of the State, te do for the lock-up of capital in 
(T(>V(‘rninent Securities what the Bank of England does for tin* Bill Market, will bring with 
it many problems of management to be solved experimentally. If the Bank of England can do 
all that is required, well and good. But it nmounced, and nei’cssarily renounced, the lead on 
the outbr(^ak of war, and surrendered it to th(‘ State. Besides, its special province is to regulate 
the ext(‘Tiial valiu^ of the [)oiind sterling, beginning with Exchange for the Empire ; secondly 
to stabilize, if ])ossible, the relation of the dollar to the pound for the Anglo-Saxon world, 
and finally to settle' with neutrals. A preliminary step towards an arrangement with 
America would la* first to centralize the gold reserves of the Empire, for America naturally 
expects te s('-e us ]mt our own house in order before she contributes to stabilizing the 
dollar h) the )K)und. 

Th(‘ internal problem of momy within (Jreat Britain, though it necessarily overlaps the 
external, is separate and simpler. The starting point is to liquefy Government Securities and 
make them available for reconstruction. Th(‘ first step towards two Oentral Institutions came 
with th(^ recognition of the two-fold iiatun' of the j)roblem, and when a distinction was 
made between foreign and domestic, deposits ; to-day 4^ ])er cent, is allowed on foreign money, 
whereas a rate of II per (!ent. prevails on home inom'y, and the Govc'rnment now borrows on 
Tn^asury Bills at 3^ per cent, instc'ad of 5 [ler cent. Two rah*s for money must last as long 
as we are a dcibtor country. Th(\y ar(' necessarily related and two institutions would have to 
keep in close touch. Presumably the State and the Bank of England w^ould both be represented 
on the Board of the new one along with the Joint Stock Banks, its shareholders. 

A new central institution would be th<* starting point for the goal to be aimed at, viz. — 
easier money surely obtainable for productive or national purposes, and, along with the 
developiiK^nt of greater wealth and welfare for the j)eople of the Empire, the redemption of our 
war debt, and the refunding of it on a 3 per cent, basis. 

Freedom, and not restriction of th(^ greatest of ail markets — the money market, — is 
indispensable if we are to pay our debts, rehabilitate the pound sterling, and re-establish the 
position of London as the (Clearing House of the world. 
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VIII. APPENDIX. 


LETTER FROM Sir ROBERT PEEL to the GOVERNOR of the BANK. 

Windsor Castle, 4th June, 1844. 

“I need hardly say to you that the letter which T have received from Mr. Horslb 
Palmer has not altered my view. 

If the same consequences are hereafter to follow — when the country circulation is restricted 
to a given amount, and the Bank can only issue on bullion — which did follow when both species 
of issue were practically uncontrolled, the whole measure is a delusive one. 

My confidence is unshaken, that we are taking all the precautions which legislation can 
prudently take against the recurrence of a monetary crisis. It may occur in spite of our pre- 
cautions, and if it does, and if it be necessary to assume a grave responsibility for the purpose of 
meeting it, I daresay men will be found willing to assume such a responsibility. 

I would rather trust to this than impair the efficacy and probable success of those measures 
by which one hopes to control evil tendencies in their beginning, and to diminish the risk that 
extraordinary measures may be necessary.” 

Extracts from Sir R. Peel’s Speech of 6th May, 1844, on the renewal of the Bank Charter. 

These Extracts are taken from a Presentation Copy from Sir R. Peel to Lord Overstone 
and are among those specially marked by Lord Overstone. 

**I must state at the outset, that in using the word money, 1 mean to designate by that 
word the coin of the realm and promissory notes payable to bearer on demand. In using the 
words paper currency I mean only such promissory notes. I do not include in these terms bills 
of exchange, or drafts on bankers, or other forms of paper credit. T will not weary the House 
with a discussion as to the precise nature of depoeiU^ whether they constitute a part of the 
currency of the country. There is a material distinction, in my opinion, between the character of 
a promissory note payable to bearer on demand, and other forms of paper credit, and between the 
effects which they respectively produce upon the prices of commodities and the Exchanges.” 

After discussing the question **What is a pound”? Sir Robert quotes Lord Liverpool. 
** Paper currency strictly speaking consists only of bills or notes payable or convertible into cash 
on demand by the person who issued the same at the will of the holder.” That appears to me 
(Sir Robert goes on) to be the true definition of paper currency as distinguished from paper 
credit. It is the substitute for, and immediate representative of coin, and with coin it constitutes 
** money.” And if you will adhere to the standard of value, and will adopt such measures as shall 
insure the uniform equivalency of bank notes to coin, you may safely in my opinion, leave 
untouched other forms of paper credit and entrust the regulation and control of them to individual 
caution and discretion.” 

Again at the end his speech Sir Robert makes it quite clear that his main object was 
*Hhe mitigation or temiination of evils, such as those which have at various times afflicted the 
country in consequence of rapid fluctuation in jthe amount and value of the medium of exchange. 
When I call to mind the danger to which the Bank of England has been exposed, the various 
effects of a sudden change from an over abundant to a contracted circulation, the reckless 
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■peculations of some of the Joint Stock Banks, the losses entailed on their shareholders, the 
insolvency of so many private Banks, the miserable amount of the dividends which have in many 
cases been paid, the ruin inflicted on innocent creditors, the shook to public and private credit, 
then indeed I rejoice on public grounds in the hope that the wisdom of Parliament will at length 
devise measures which shall inspire just confidence in the medium of exchange, shall put a check 
on improvident speculations and shall ensure, so far as legislation can ensure, the just reward of 
industry, and the legitimate profit of commercial enterprise conducted with integrity and controlled 
by provident calculstion.” 


NOTE ON THE TENDENCY OF MONEY TO CEASE TO BE A MEASURE 
OF VALUE AND BECOME A UNIT OF ACX:30UNT. 

The evolution whereby exchange, that begins with barter, tends to return to barter is 
described with French lucidity by M. Charles Gide, Professor of Social Economics at the 
University of Paris/ 

The exchange of goodn for coin (which is barter) h gradually sufierseded by paper money 
of three main kinds : — 

(а) “Representative paper money” which merely represents an equivalent amount of 

metallic money deposited somewhere. For example — American gold certificates 
are an example of pa{)er money with 100 per cent, gold cover, and Peel’s object 
in 1844 was to make Bank of England notes equivalent to bullion certificates. 

(б) “ Fiduciary paper money ” where a fixed proportion of metal reserve, c.y., 33^ per 

cent, is kept to guarantee convertibility. 

(c) “ Conventional paper money,” i.e»y legal tender, but not necessarily redeemable in 

coin. Excluding forced currency — “the greatest curse of nations” — - 

Professor Gil)E (pp. 437-440) quotes (1) the method of fixing from time to 
time a maximum amount of papec, as in France where the amount of notes of 
the Bank of France as settled in 1870 has been raised five times and was fixed 
in 1911 at 6,800 million francs ; the amount of metal cover being left to 
the discretion of the Bank. (2) The deposit of Government Securities 
against bank notes, as in the case of national bank notes in the United 
States. 

The next stage of evolution is the cheque. Paper money increases the wealth of a 
country only to the extent that it allows its metal-monetary stock to be reduced. The Cheque 
and the Clearing House on the other hand do not force metallic money out, but dispense with the 
necessity of using it. “The crossed cheque can be used for settlement only by way of 
contra-account, so that it has been humorously defined as a cheque drawn never to be paid. 
The German law of 1908 makes it possible indeed to prevent the cheque ever being paid in 
money, by writing it on the words, ‘To be carried to account.’ 

• «*Politioal Economy.” Arohibald’s authorised translation under direction of William Smart, 1914. pp. 314-329. 
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‘• We might perhaps go even further and «lo without the cheque altogether. Suppose all 
Frenchmen without exception were to open an account at the same bank which undertook to 
register each client’s receipts and expenses. Under such a system money might be dispensed 
with to the last farthing. This is no mere dream. The Postal cheque already exists in Austria- 
Hungary, Switzerland and Germany.” 

“ The evolution just described shows us metallic money in jirocess of being (diminated. 
But (it may be urged that) })aper money, the bank not(^ and the cheque still assuiw the 
existence of inetallic money in the coffers of the bank. . . Economic evolution goc^s a 

step further when transfers and contra -accounts are the only means used for settlement. Tt 
tends, as dEVONS remarked, bv completesly suppressing the instrument of exchange to bring 

us back to the direct exchange of goods for goods — in short, to barter. 

“ It would really be a kind of barter that vve should come to und(‘r the alcove 

hy|)othesis of a single bank which had all the inhabitants of a country as its clients. 

“ Tt is really a kind of barter that is carried on in that wonderful institution the 
Clearing House. For the seeing eye*, the Clearing House has the aspect of a colossal 

bazaar, somewhat resembling the markets of African trib(»,s, or the cities of antiquity, the soh^ 
differenc(i being that inst('ad of goods it is the titles representing goods that are f^xclianged. 

“True, the precious inebils, though they may be losing their function as instruments oi’ 

exchange, still retain their function as measures of value ; for it is clear that tin* value of 

all these documents, bank notes, ek;., rests ultimately on metallic money. Only this basis is 
daily becoming narrower relative to the (uiornious edifice which credit is building on it. 

“ We cannot even be certain that the precious metals may not som(> day lose their 
ancient privilege as measures of value. It is quite possible to coimeive of a social state in 
which the unit of value For regulating accounts is purely nominal and corresponds to no 

existing cnin in circulation. History shows many moneys of account of this nature ; the 
Mark Banco of medieval bankers, the livre tournois of the Anci(*n regime in France, 

and the English guinea of to-dar." 


Gold Pboditction, (Consumption and Aggregate Stock of Money in Millions of 


Pounds Sterling 

(Except 

Figubbb 

PER 

Head). 





By 

Mr. 

Joseph 

Kitohin. 








1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

India’s absorption (year to March 
following) 

Egypt’s absorption 

Industrial consumption Europe 

31, 

18-2 

27 5 

25-2 

18-0 

7-6 

1-7 

(111) 


and 

61 

01 

4-2 

1-4 

2-2 

0*8 



America ... 


23 0 

235 

25-6 

27-3 

(23) 

(15) 

(13) 




47*3 

511 

55 0 

43-9 

28-4 

15-9 

241 


World’s gold production 


93*7 

950 

95 9 

94-7 

92-6 

96*8 

93-9 

89*4 

Available as money 


46’4 


40-9 

50-8 

64*2 

80-9 

69*8 

?65-0 

Aggregate stock of Gold money 
Aggregate stuck of Gold money 

per 

1*61 

1505 

1546 

1596 

1660 

1741 

1811 

1876 

head... ... ... 


209d. 

2l3d. 

2l7d. 

222d. 

229d. 

239d. 

247d. 

253d. 



Tho following gives the world’s aggregate stoek of gold luoiiey per head (of the 
world’s po|)ii]ation) at ten year intervals, together with the total of United Kingdom external 
trade j)er head (of the U.K. po|)nlation) at similar intervals, hut post|)oned five years. There 
is a (?onsideral)l(‘ ainonnt of eoineidenee in the time and amount of the changes in the two 


fac’tors : — 












Gold Mont^v ixjr head. 

1- J A J j1!>b 

U.K. Trade 

■ ■ " > 
fier head. 

f i III J. rj 

Gold Money j)er head. 

1 I* rj Cl Fi . 1 

U.K. Trade jier head. 

1850 

55d. 

1855 

£9-2 



1860 

95d. 

1865 

£16-2 

40d. 

£70 

1870 

llld. 

1875 

£]9-8 

16d. 

£8-6 

1880 

119d. 

1885 

£17-7 

8d. 

(decrease) £2-1 

1890 

121d. 

1895 

£17-8 

2d. 

£0-1 

1900 

155d. 

1905 

£22*4 

34d. 

£4*6 

1910 

209d. 

1915 

£28-7 

54d. 

£6*3 

1920 sav 

270d. 



6ld. 


1930 

300d. 


s 

30d. 



The aggregates stock of gold money figures are carried forward to lyiU) (of course on 
an estimated basis) to show that the further advance* is likely k) be substantial, even though 
there will probably be a falling-off in the annual gold production. 


British Empire gold output 1916, 64 per cent, of World or £60,000,000. 
„ „ „ „ 1917, 63 „ „ or £56,000,000. 


TOTAL GOLD COIN AND BULLION IN THE NEUTRAL STATE BANKS 

IN MILLIONS OF £. 



Dec. , 

July, 

Dec,, 

June, 

Dec,, 

June, 

Dec.. 

June, 

Dec. 

June. 1918. 


1913, 

1914. 

1914. 

1915. 

1915. 

1916. 

1916. 

1917. 

1917. 



Bank of Spain 

19^2 

21-7 

22-9 

27-6 

34-7 

41-4 

50-0 

63-0 

78-7 

83-8 

(June, 22). 

Netherlands Bank 

12-6 

13-5 

18-1 

30-0 

45-8 

47-8 

49 0 

52-2 

58-1 

60-4 

/June, 22). 

Swiss National Bank... 

6-8 

7-2 

9-5 

9-6 

10-0 

10 2 

13-8 

13-6 

14-3 

15-4 

[June, 16). 

Bank of Sweden 

5-7 

5-9 

6*0 

6-3 1 

6-9 

9-2 

10-2 

11-3 

13-6 

14-4 

(June, 8). 

National Bank of Denmark... 

4-2 

41 

5-3 

5-9 1 

6-2 

8-4 

8-8 

11-0 

9-6 

10-2 

(May, 31). 

Bank of Norway 

2-6 

2-9 

2-3 

3-5 

3-7 

6-6 

6-8 

7-2 

6-4 

6-6 

(June, 15). 


51-1 




■ 





190-8 


TOTAL GOLD RESERVES OF THE TWELVE U.S. FEDERAL RESERVE BANKS. 


Federal Reserve Banks 




46-5 

61-0 

69-0 

74-7 

90-0 

258-9 

326-0 


360*0 (May 24). 


For the above* (except the F(*deral Rc'serve Bank figures) 1 am indebted to Mr. Joseph Kitchin. 


There must have been a ohange in 1917 in the basis of computing the Gold Reserves of the 
Federal Banks. It is not clear from their statements how much is actually held by the Banks 
themselves and how much is in the U.S. Treasury at Washington. 



NOTE ON THE AMERICAN INVENTION OF CLEARING HOUSE 

CERTIFICATES, 1861-1907. 

The following summary of fche procedure of issuing Clearing House Loan Certificates is 
recorded here because it shows how Banks in combination evolved, without State aid and for 
use among themselves alone, a form of non-exportable Currency, which enabled them in critical 
times to lend freely to trustworthy customers on approved collateral. This form of Inflation 
and Deflation, or, more correctly, of expansion and contraction of credit in bankers' hands, has 
now been superseded by tht^ much greater flexibility of the Federal Reserve Banking System. 

(1) A meeting of all banks is called — {a) National, (6) 8tat(>, {c) Trust Companies — 
who are members of the Clearing Hous(» AsscKiiation ; and a Clearing House Loan Committee 
is appointed. 

(2) They vote to issue “Clearing House Loan Certificates.'’ A printed form is sent to 
each bank and passed by its board of directors, under which they agree to be liable pro rata (i.e, 
to the extent of their capital and surplus) for any loss on certificates issued to members of the 
Clearing House. 

(3) The Clearing House Loan CoinmittcMt pass upon th(5 collateral tendered to them by 
each bank. Such collateral may b(* either the st^curities pledged by tlie bank’s customers or 
any of the bank’s own assets. 

(4) Upon such collateral as is passed by the (Viinmittee, Clearing Houses (Jt*rtificates are 
issued to each bank up to 75 per cent, of the Committee’s valuation. These certificates are 
used by each bank as required to meet its debit balances day by d&y to the Clearing House. 
Certificates are in denomination of 5,000 dollars and 10,000 dollars. 

(5) The certificates in New York carry the legal rate of in tt‘.rest, which w\ns six per cent. 

(6) Certificates are retired by each bank, principal and interest, as customers’ loans are 
fNiid ofi. Each bank reports daily to the Clearing Housf* the amount of certificates it holds, 
or has outstanding, so that they balance every day. 

The result is that fixed assets are made flexible, banks being provided with something 
to meet their obligations to the Clearing House. In this manner the New York Banks, on 
many occasions during the last 50 years, strengthened themselves and avoided the necessity 
of a moratorium. Simultaneously they obtained the me^ns of lending freely to good 
customers on collateral, and of making large loans to the Government, or New York City, 
in rimes of panic. 

Nota^The above pailiioulan^^'W^ given a letter to iS^andarcf^in Sept., 1914. In view of Government loans 
to come, the writer [R. B.} then thoOght that American esmeriencei^f expanding credit through the Clearing House 
might be useful for the oorouctof our War-Finance; that the dealing House n^ht, in fact, perform the functions 
of a Central Institution for domestic borrowings, separable from the functions of the Bwk of England. 
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BANK OF FRANCE RATES OF DrSCOUNT AND RATES FOR ADVANCES, 

VARIATIONS FROM 1867—1875. 




Discount. 

Advancks. 

from 3 1 

May, 

2-4 per 

... 3 |icr cent 

1870, 18 

July 

... H 

... 4 

.. 21 

SS ... 

4 

... 4i „ 

„ 30 

A? ... 

... 5 

... 54 ... 

1* 

Anjy. 



t>4 „ 

1871, 20 

July 

... ... 0 ... 

'^2 ,, 

3 

Noy. 

Ci 

... 7 

1872, 28 

Fck 

o 

... r» ,, 

1873, 14 

Oct. 



... 7 

10 

Noy. 

7 

... H 

20 

m m m 

i\ 

... 7 

97 

A? — * 

V • • • 

... •") 

... <» 

liS74, 5 Miircli 

••• ■■■ H 

■ ■ • ,, 

4 pIuik* 

4 

... 0 

ISTf) 


Linc4i:in^(Ml. 



HATES OF INTEREST ON FRENCH GOVERNMENT TREASURY BILLS, 1870-1876, 
WITH THE DATES OF THE CHANGES THEREIN. 


M .A TG RITIK8. ( Months. ) 


J >aiHs and clianges 
Rate. 

in tin; 

! I ' 2 

1 

1 


4 

! 

.1 

B 

7 

S 


10 

11 

12 

22 July 

... 1870 





2 

2 

2 

3 

3 

3 

3 

3 

i 3 

4 

28 „ 

,, 

— 

— 

H 

H 

34 

44 


H 

^4 


H 

5 

1 7 Beptiember 

... ,, 

— 

— 


H 

H 

H 

H 

H 

54 

54 

54 

54 

26 

... ,, 

5 

•5i 

6 

6 

6 

6 

6 

6 

6 

6 

0 

4 

27 -July 

... 1871 

3 

34 

4 

4 

4 

H 

H 

H 


44 

44 

5 

25 1 )eeeiiiber . . . 

... ,, 

4 

4 

H 

•H 

•H 

6 

6 

6 

6 

6 

6 

6 

2 April 

... 1872 

H 

4 

5 

5 

5 

H 

H 

•H 

54 

54 

54 

54 

27 May 

... ,, 

3 

H 

H 

H 

H 

5 

5 

5 

5 

5 

5 

5 

17 June 

jj 

H 

:i 

4 

4 

4 

H 

H 

H 


H ! 

H 

5 

9 August 

... ,, 


— 

H 

H 

H 

4 

4 

4 

4 

4 1 

1 

4 

n 

17 March 

... 1873 

— 1 

— 

H 

H 

H 

5 

5 

5 

5 

1 

^ 1 

5 

H 

9 February ... 

... 1874 

— 

— 

4 

4 

4 

H i 



44 

44 

44 

5 

14 April 

... j, 

' 

— 

H 

H 

H 

ih 1 

H 

H 

44 

H 

^4 

5 

6 June 



— 

3 

3 

3 

4 I 

4 

4 

4 

4 

4 

5 

2 August 

... ,, 

j 

— 

— 

— 

— 

H 

34 

3i 

34 

34 

3* 

4 

19 February ... 

... 1875 



— 

1 





3 

3 

3 

3 

3 

3 

4 

9 August 

... 


““ 


i 

— 

2 

2 

2 

2 

2; 

2 

3 



ChAMdERS k aON3 LTD \ 
K PRINTms A STATIONERS X 

V W’ l f^OR a.T-fiH'"N’lRvr..c.y^ I 



TABLEAU CifpHIQUE 

DU COURS DU CHANGE Dt IpARIS ' SUR LONDRES 
du mois de Jum 1871 au iiojs dt Septeinbre 1873. 









Gold, Prices, and Banking Statistics, 1895-1917. 

i 

Complied (mainly from the « Economist ”) in the Oepaitment of Economics, University College, Nottingham, 



1895 

1896 

1897 

1898 

1899 

1900 

1901 

1902 

1908 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1918 

1914 

1915 

1916 

1917 

INDEX NUMBERS of PHces (BM»i of Tnuk) 

90*7 

88 2 

90*1 

93*2 

9 2 -2 

100 

96-7 

96-4 

96'9 

98*2 

97*6 

100-8 

106*0 

103-0 

104*1 

108*8 

109*4 

114 9 

116*5 

117-2 

143 9 

18(1*5 

242-9 

GOLD, ANNUAL PRODUCTION 

40-5 

41-9 

48-9 

59*3 

63-2 

52 -8 

643 

59*3 

66-9 

69-8 

75*7 

81-1 

82-3 

88*7 

92*0 

90-9 

91*9 

94*5 

92*5 

90*3 

94*6 

94*1 

89*0 

% on 1900 

77 

79 

93 

112 

120 

io6 

103 

112 

124 

132 

148 

154 

156 

168 

174 

172 

174 

179 

175 

172 

179 

178 

169 

WORLD’S STOCK* 

1224 

1262 

1285 

1324 

1366 

1402 

1438 

1477 

1521 

1568 

1618 

1672 

1727 

1786 

1848 

1908 

1970 

2033 

2095 

2155 

2218 

2281 

2340 

% on 1900 

87 

89 

91 

94 

97 

100 

103 

105 

108 

112 

115 

119 

123 

128 

132 

136 

141 

145 

150 

154 

159 

164 

167 

CLEARING HOUSE Returns 

7,593 

7,676 

7,491 

8,097 

9,150 

102 

8,960 

9,561 

107 

10,029 

10,120 

10,564 

12,288 

12,711 

12,730 

12,120 

13,5-25 

14,659 

164 

14,614 

15,962 

16,436 

183 

14,665 

164 

13,408 

15,275 

19,121 

% on 1900 

BANKING Statistics. 

84 

84 

83 

90 

100 

112 

113 

118 

137 

142 

142 

■ 

135 

151 

163 

178 

149 

171 

213 

L— CAPITAL AND RESERVES. 
























Bank of England 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

18 

Other Banks 

106 

106 

106 

109 

110 

112 

113 

115 

114 

114 

114 

114 

114 

113 

113 

114 

113 

113 

114 

113 

112 

111 

114 

Total 

124 

124 

124 

127 

128 

130 

131 

133 

132 

132 

132 

132 

132 

131 

131 

132 

131 

131 

132 

131 

130 

129 

132 

% on 1900 

95 

95 

95 

98 

98 

100 

101 

102 

102 

102 

102 

102 

102 

101 

101 

102 

101 

101 

102 

101 

100 

99 

102 

II.— DEPOSITS. 
























Bank of England 

66 

65 

50 

43 

49 

44 

48 

65 

56 

53 

52 

50 

49 

62 

61 

56 

61 

67 

71 

155 

162 

179 

190 

Other Banks 

665 

688 

708 

735 

759 

783 

781 

792 

772 

785 

811 

835 

842 

864 

878 

918 

953 

987 

1,033 

1,137 

1,245 

1,445 

1,703 

Total 

731 

743 

758 

778 

808 

827 

829 

857 

828 

838 

863 

885 

891 

926 

939 

974 

1,014 

1,054 

1,104 

1,292 

1,407 

1,624 

1,893 

% on 1900 

89 

90 

93 

94 

98 

100 

100 

104 

100 

101 

104 

107 

108 

112 

113 

118 

123 

127 

134 

156 

170 

197 

230 

% on Capital ... 

IIL— NOTE ISSUES. 

590 

600 

612 

614 

630 

630 

632 

644 

629 

634 

650 

670 

670 

710 

730 

740 

770 

800 

870 

990 

1,080 

1,260 

1,430 

Bank of England 

26 

27 

27 

27 

28 

30 

30 

30 

29 

28 

29 

29 

30 

30 

29 

29 

29 

29 

30 

36 

35 

40 

46 

Other Banks 

14 

16 

15 

16 

16 

16 

16 

16 

15 

15 

15 

15 

15 

14 

16 

15 

15 

16 

17 

22 

29 

35 

42 

Total 

40 

42 

42 

42 

44 

46 

46 

46 

44 

43 

44 

44 

45 

44 

44 

44 

44 

45 

47 

58 

64 

75 

88 

% on 1900 

87 

91 

91 

91 

96 

100 

100 

100 

95 

93 

95 

95 

98 

95 

95 

95 

95 

98 

102 

126 

139 

163 

191 

lY.-^CASH AND CALL HONEY. 
























Bank of England 

45 

34 

30 

29 

29 

29 

32 

29 

29 

30 

29 

29 

31 

31 

33 

31 

32 

31 

35 

69 

51 

54 

58 

Other Banks 

165 

160 

168 

180 

181 

193 

201 

211 

191 

207 

221 

223 

220 

238 

246 

246 

263 

271 

293 

340 

330 

454 

527 

Total 

210 

194 

198 

209 

210 

222 

233 

240 

220 

237 

250 

252 

251 

269 

279 

277 

295 

302 

328 

409 

381 

508 

585 

% on 1900 

95 

87 

89 

94 

95 

too 

105 

108 

99 

107 

112 

113 

112 

121 

126 

125 

133 

136 

148 

184 

172 

228 

265 

% on Deposits ... 

Y.~-INYESTMENTS. 

28-6 

26-2 

26*2 

26*9 

26-0 

26*8 

28-2 

280 

26-6 

28*3 

29-0 

28*6 

28*0 

28*0 

29*8 

28*3 

29*0 

28*6 

29*7 

31-6 

27*0 

31*3 

30*8 

Bank of England 

32 

31 

30 

28 

30 

34 

36 

36 

38 

34 

31 

34 

33 

33 

33 

34 

34 

33 

32 

33 

51 

76 

66 

Other Banks 

181 

185 

188 

189 

190 

194 

195 

1-96 

186 

190 

192 

190 

187 

198 

202 

202 

200 

196 

191 

226 

422 

440 

1 463 

Total 

213 

216 

218 

217 

220 

228 

230 

230 

224 

224 

223 

224 

220 

231 

235 

236 

234 

229 

223 

268 

473 

516 

529 

% on 1900 

93 

95 

96 

95 

97 

100 

101 

101 

98 

98 

98 

98 

97 

101 

103 

104 

102 

100 

98 

113 

207 

226 

231 

% on Deposits ... 

YL— DISCOUNTS. 

29-0 

29*0 

28‘8 

27-8 

27 2 

27*5 

27-8 

26-8 

i27-l 

26-7 

25*9 

25*3 

24-6 

25*0 

25*0 

24*2 

23*0 

21-8 

20*2 

20-0 

33*5 

31*7 

28*5 

Bank of England 

34 

35 

36 

31 

36 

29 

29 

48 

36 

36 

40 

34 

33 

45 

42 

37 

42 

50 

52 

106 

112 

106 

95 

Other Banks 

441. 

464 

476 

487 

601 

523 

611 

614 

023 

617 

527 

554 

663 

554 

559 

599 

618 

651 

684 

700 

633 

694 

879 

Total 

476 

499 

610 

618 

637 

662 

540 

562 

I59 

662 

667 

688 

696 

699 

601 

636 

660 

701 

736 

806 

745 

800 

974 

% on 1900 . . , 

86 

90 

92 

94 

97 

too 

94 

102 

101 

102 

103 

106 

108 

109 

109 

115 

120 

127 

133 

146 

136 

145 

176 

% on Deposits ... 

66 0 

1 67-0 

67-0 

66-8 

66-2 

67-2 

66*0 

i 64-7 

.|67*6 

670 

65-6 

66-2 

66-9 

64-6 

64*1 

66-1 

65*2 

66*6 

66*5 

62-3 

63-1 

49*1 

51-3 


* Cumulative total of “rdt* of aniuitti psWiiction since WIKI— Sec “ The Mechanism of Exchangre.’'’ (Milford, 1017.) Table I. 


In mfilions of i|s throughout. 


JOHN A. TODD, 

Bth May, im 
















